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r I NnE Radical Senators hunted 
Eliza Utility with bloodhounds 
during the tax-fixing session of 

Congress. But she managed to get 

across the river. Somewhat torn as 

to the skirt tail, of course. 

The utilities must pay more Federal 
taxes in the future than they have 
paid in the past. Of course they must. 
So must all the rest of us, if we have 
anything to pay on. That is what the 
Revenue Act of 1932 was written for. 
Congress and the Executive Depart- 
ments and the Independent Establish- 
ments have been giving an imitation 
of Death Valley Scotty reaching Los 
Angeles after a dry summer. If any 


one wanted any money from the Fed- 
eral union he got it. None of us did 
anything about it. If any protest was 
heard against our Federal tomfoolish- 
ness I do not remember it. Protests 
may have been made but they were 
unheard. For fifteen years we were 
wild, woolly, and hard to curry. I'll 
admit for one we had a good time. 

We spent wildly. 

Now we must meet the note. 

The utilities have no kick coming. 
Neither have any of the rest of us. 
Perhaps we do not like the taste of the 
castor oil but we must admit that we 
had a grand time with the green 
apples. 
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S° far as the utilities are concerned 
the important feature of the 
Revenue Act of 1932 is what did 
not get into it. The Radical Senators 
were all set to ruin the industry. I 
mean precisely that. They planned 
an advance in their scheme to make 
the production of power parochial. 
Never before were they so bold in the 
revelation of their desire to crush 
privately owned companies in favor 
of publicly owned companies. Fact 
and theory rebounds from their brassy 
shields like peas from a bass drum. 
It can be shown that no publicly 
owned utility company ever has com- 
peted successfully, on even terms, 
with a privately owned company. 
Remind me to talk of the Cleveland 
situation before I am through. But 
the Radical Senators do not care. 

They are all out for reélections and 
the rights of man. 

If and when they succeed in their 
plan to handicap the privately owned 
companies the end of linked power 
may be at hand. Communities may 
then be served by independent plants, 
free of all communication with all 
other plants. Our electric lighting 
facilities would be pushed back to the 
modern equivalent of a lamp in the 
window. 

And the Radical Senators almost 
succeeded. 

They came so nearly succeeding 
that even yet I wonder that they 
failed. 


| Be us take up the Act of 1932 
item by item. 

Domestic and commercial consum- 
ers of electricity must pay 3 per cent 
tax on their bills for current. Seventy 
per cent of the homes in the United 


States are wired for electric serv- 
ice. Thirty million domestic servants 
would be on the job daily if the cur- 
rent were not available. In 1931 the 
cost of domestic service was $667,- 
000,000, or less than $33 for each of 
the 20,350,000 domestic users, or 
about $2.75 a month or less than 10 
cents a day. Mr. Crisp of Georgia, 
speaking for the Ways and Means 
Committee of the House, said: 

“This tax will place a burden of 9 cents 
per month on the average domestic con- 
sumer of electricity.” 

That tax will not affect the utility 
companies at all. I hereby publicly 
renounce all respect for any official 
of any utility company who says it 
will. At the worst they may have to 
employ a few more clerks and I doubt 
that. It will not deter one domestic 
consumer from buying current. The 
other taxes are not discriminatory. 
The utilities must pay the same rate 
of income tax that other corporations 
do. They must buy Postmaster Gen- 
eral Walter Folger Brown’s new 
stamps for 3 cents instead of for 2 
cents and that extra cent will cost the 
larger corporations millions of dollars. 
They will pay their share of the 
$160,000,000 the added cent will bring 
in if we all write letters enough. 

It is very damnably unpleasant, of 
course. 

Any complaint we make now is fif- 
teen years too late. 


HE utilities must pay 2 cents on 

each bank check and they send 
out millions of bank checks. The rest 
of us will likewise pay on our bank 
checks. The tax on telephone and 
telegraph and cable and radio mes- 
sages is to be deprecated, of course. 
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The stamp tax and the message tax 
will jointly bring sixty-one and one- 
half more million dollars into the 
Treasury. Mechanical refrigerators 
will dump five more millions in, or 
so the Congress believed. None of 
these taxes is discriminatory. They 
are a frightful handicap on business, 
of course, but the utilities are not 
catching them any more heavily in 
the neck than the other corpora- 
tions. 

Nor will the utility companies—if 
an interlude be permitted—be injured 
by these taxes nearly as much as they 
are being injured by injudicious and 
ignorant interference by local author- 
ity. I have in mind one telephone 
company which wishes to extend the 
5-cent message rate into a zone that 
has always rated a 10-cent toll charge; 

“That will cost you just $100,000 
a year,” say the local authorities in 
effect. 

The local Dogberries are well mean- 
ing, mind you. So was Louis the 
Sixteenth. They merely do not under- 
stand. Their communities have been 
urging them to spend money, or per- 
mitting them to spend money, and 
boasting about the results secured by 
the expenditures. They could always 
sell bond issues. They were the 
platinum blond boys. Now they have 
awakened overnight—that is the way 
all of us awaken, overnight—to the 
fact that they have no more money 
to spend and that bond issues are not 
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selling at six a penny, and that their 
constituents want just as many of the 
community luxuries as they ever did 
but are barking distressfully about the 
taxes they must pay. 

The first thought of any Dogberry 
is to take a utility into the torture 
chamber and begin to hot up the irons. 

Utility leaders may just as well un- 
derstand that they must take a broad 
view of their community problems. 
It will not be enough hereafter for 
them to protest against the particular 
tax put on their particular industry. 

If a community is overtaxed it is 
certain as Death that some one will 
advocate a fresh squeeze of the utili- 
ties. 

But this is getting away from the 
main line of thought. 


| is incomprehensible to me that the 
fact was not brought out that in 
the Revenue Act of 1932 Senator 
Norris and Senator Howell and their 
associate Radical Senators hoped to 
bring public ownership a long step 
nearer. They are acting well within 
their rights in this, of course. But no 
one talked back to them. The Sena- 
tors who are not Radical and who do 
not believe in public ownership were 
as meek as boys before Christmas. 

A more stirring name for the util- 
ity interests is the “Power Trust,” of 
course. Senator Norris is physically 
unable to speak of an electric com- 
pany as an electric company, I believe. 


e 


At the worst they may have to employ a few more clerks 


q “TuHat tax will not affect the utility companies at all. . . . 


and I doubt that. It will not deter one domestic consumer 
from buying current.” 
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It is always the “Power Trust” and 
it is always malignant. 

The Radical Senators ‘said the 
Power Trust had highly paid lobby- 
ists leaving their accursed footprints 
all over the congressional halls. If 
that is the case they were the only in- 
audible lobbyists I ever heard of. The 
Radicals stamped all over the con- 
servatives and in spite of their nu- 
merical inferiority almost succeeded 
in doing the utility industry a very 
serious injury. And if the Power 
Trust, bless its little heart, did not 
display a spirit of meek fortitude, 
then there never was an Early Chris- 
tian. 

It is no wonder that Norris and 
Howell and Borah and Walsh of 
Montana kicked the utilities around. 
Any one would kick them around. In 
my godly youth one little boy named 
Frank White kicked the entire third 
grade around until one of his victims 
slapped him cock-eyed. In any case— 

The Radical Senators did not dis- 
guise their desire to do harm to the 
privately owned power companies. 
They wished so to handicap them in 
favor of the publicly owned power 
companies that successful competition 
would be extremely difficult. If that 
fact was developed in the reports of 
the debate on the Revenue Act printed 
in the newspapers and magazines I 
did not see it. If they had succeed- 
ed, the privately owned utility com- 
panies would have been compelled to 
shoulder a burden that in many cases 
would have enforced a surrender to 
the advocates of public ownership. 
This was the situation in a nutshell. 


HE Revenue Act of 1932 as orig- 
inally framed imposed a 3 per 


cent tax on the gross receipts of pri- 
vately owned power companies, to be 
paid by the companies. 

Privately owned power companies 
are now laboring under a 10 per cent 
handicap, approximately, as compared 
with publicly owned power compa- 
nies, because the latter are relieved of 
a share of the tax burden. 

They have been successful in com- 
petition with publicly owned compa- 
nies in every instance—so far as I 
have been able to discover—for the 
one compelling reason that a political 
organization lacks the set-up by which 
an industrial organization can be 
efficiently and economically run. 

But that extra 3 per cent impost 
would certainly have driven some of 
the less efficient privately owned com- 
panies into the hands of the politi- 
cians. 

That was the evident intent. It was 
defeated by the action of the Con- 
ference Committee of the House and 
Senate. As stated by Mr. Crisp, 
Democrat, of Georgia: 

“The conferees became convinced that 
this tax was inequitable; that it would de- 
stroy many of these companies with a 
consequent loss to investors.” 

When the conference report was 
read on the floor of the Senate there 
was a high dog-fight. Senator Norris 
of Nebraska went into his routine 
about the Power Trust and Senator 
Howell of Nebraska maintained that 
the conferees had no right to change 
the paragraph imposing a 3 per cent 
tax on the gross receipts of privately 
owned companies, and that the change 
was fresh legislation, which the con- 
ference committee had no authority 
to originate, and Borah pontificated 
magnificently about the consumers 
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Taxes on the Utility Companies Are Not Discriminatory 


eet utilities must pay the same rate of income tax that 
other corporations do. They must buy Postmaster 
General Walter Folger Brown's new stamps for 3 cents in- 
stead of for 2 cents and that extra cent will cost the larger 
corporations millions of dollars. The utilities must pay 
2 cents on each bank check and they send out millions of bank 
checks. The rest of us will likewise pay on our bank checks. 
The tax on telephone and telegraph and cable and radio mes- 
sages ts to be deprecated, of course. None of these 


taxes is discriminatory. They are a frightful handicap on 
business of course, but the utilities are not catching them any 


more heavily in the neck than are other corporations.” 





who were to be crushed by the 9- 
cent-a-month tax and other Senators 
played their oratorical parts. Else- 
where I give the list of the Senators 
who voted against the conference com- 
mittee’s report and hence in favor of 
socking the privately owned compa- 
nies and of advancing Der Tag when 
public ownership will put the privately 
owned companies out of business. 
The list is worth studying. 


HE Radical Senators have a per- 

fect right to advocate public own- 
ership, just as.I have a perfect right 
to oppose it. This is not written in 
open or implied criticism of the Sena- 
tors for exercising that right. The 
fact is that I have a real, if reluctant, 
admiration for them. Norris of Ne- 


braska fills the Congressional Record’s 
Appendix full to the nostrils with 
figures and arguments in support of 
his side of the question. So do the 
others in more moderation. They 
have also—unless appearances are 
more than usually deceitful—fright- 
ened their conservative colleagues in- 
to silence. My conviction is that the 
utility companies have the better end 
of the argument. If I did not believe 
so I would not be writing in defense 
of them. But it appears that all the 
Radicals have to do is to shout “Yah! 
Power Trust!” and the conservative 
Senators curl up like rose leaves. 
There is, for example, ample and 
uncontradicted evidence that the util- 
ity industry has stood up very well, 
indeed, under the burden of the de- 
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pression. Investors in the stocks and 
bonds of operating companies as- 
suredly have no reason to complain 
that they have had greater losses than 
investors in other stocks and bonds. 
The utility companies have lessened 
their payrolls very slightly and have 
gone ahead with extensions and im- 
provements in defiance of the blight. 
The utility companies collectively pre- 
sent the picture of an industry of 
which we should all be proud, or so 
it seems to me. But on the floor of 
the Senate, Senator Walsh of Mon- 
tana brought this accusation against 
it: 

“The Worcester Electric Light Com- 
pany, of Worcester, Mass., paid a 32 per 
cent dividend last year.” 

He went no deeper into details. I 
know nothing of the Worcester Com- 
pany’s affairs. If 32 per cent divi- 
dends are common in Worcester I 
shall interest myself in the city. But 
Walsh of Montana thumped away 
against the Power Trust. He rein- 
forced his own eloquence by this 
vitriolic quotation from the Senator 
from Nebraska: " 

“The Senator from Nebraska this morn- 
ing called attention again to the fact that 
among all the various industries of this 
country, of almost any character one can 
think of at all, this is the one industry 
that has not only maintained the standards 
of prosperity which it enjoyed in 1929 but 
which has shown even better returns since 
that time.” 

In my folly I have thought that is 
something of which the industry 
might well be proud, but in the minds 
of the Walshes and the Norrisses it 
is evidently a sin. No one will ques- 


tion that at least some of the leaders 
among the Radical Senators are abso- 
lutely honest in their convictions. 
They firmly believe that an industry 
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which is so well conducted that it is 
able to forge ahead under the most 
adverse conditions must be doing the 
country a grave damage. They could 
not put forward the arguments they 
do in the way they do if they lacked 
faith in them. 


) is true, of course, that no one 
seems to be fighting back. Norris 
and Borah and Walsh and the other 
Radicals are tough old fighters. They 
know all the holds and they use them 
all. The only man who has fought 
back successfully in recent times was 
Bishop Cannon of Virginia. That 
old gentleman drove the Senatorial 
Committee which set about investigat- 
ing him into the bushes, neuritis and 
all, and then he beat the bushes with 
his crutch and the committee would 
not come out. Whereupon the in- 
quiry into Bishop Cannon’s bank ac- 
counts and motives died a silent death. 

But why talk about that? 

Senator Norris often maintains 
that the Ontario “hydro” demon- 
strates that a publicly owned and 
operated plant can be operated at an 
advantage over a privately owned 
plant. That is excellent bait for votes. 
He pops his opponents in the Senate 
on the head with the “hydro” and 
they fold up like trick bedsteads. The 
story of the “hydro” and the privately 
owned plants at Quebec and on the 
American side of the line is too long 
to be entered into here. There are 
too many roving factors, so to say. 
But one fact is worth considering. 

The “hydro” buys a certain amount 
of current to resell from the privately 
owned company at Quebec. Of 
course, Quebec is not selling at a loss. 
If it pays the publicly owned “hydro” 
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How the Senators Voted on the Power Tax Bill: 


eh Senators who voted in favor of rejecting the conference 
report, by which publicly owned utilities would have been 
given an advantage over privately owned utilities which in the 
opinion of the Ways and Means Committee of the House might 
have driven some of the privately owned utilities into bankruptcy, 
are: 


BANKHEAD, BLAINE, Borau, BULKLEY, BuLow, Byrnes, Cap- 
PER, CARAWAY, COHEN, CosTIGAN, Couzens, CutTtinc, DILL, 
FLETCHER, Frazier, Grass, Gore, Hawes, Howett, Hutt, 
Jounson, La Fotrette, Locan, McGiitt, McKe rar, NEELy, 
Norris, Nye, PiIrrmMan, SHEPPARD, SHIPSTEAD, SMITH, THOMAS 









of Oklahoma, TRAMMELL, TyDINGs. 


Those who did not vote were: 


Brack, BrookHART, BroussAaRp, CopELAND, Fess, Lona, 
Morrison, Norseck, Rosinson of Indiana, SCHALL, STEPHENS, 
Swanson, THomas of Idaho, WATERMAN, WHEELER. 


It must be recognized that a question of Senate procedure en- 
tered into the vote. Some Senators, without regard to the merits 
of the conference report, dissented from the manner in which the 
conferees had departed from the agreement reached on the floor. 





to buy from the privately owned com- 
pany at Quebec— 

Which company is producing cur- 
rent at the least cost? 

I have before me the statement of 
an authority who may not be quoted 
by name because of the political em- 
barrassments which might follow. 
He says: 

“In Canada the municipal undertakings 


represent 36.4 per cent of the total capital 
of the light and power industry . ‘ 


Thirty six point four. 
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“They ney 27.9 per cent of the 
current : 


More than one third of the invest- 
ment produces little more than one 
fourth of the current. 


“Own a little more than half of the pole- 
line mileage— 

“Serve 53 per cent of the customers— 

“Receive nearly forty per cent of the 
revenue— 

“And have half of the employees— 

“Who receive 51.9 per cent of the total 
payroll.” 


ones does not read like a testi- 
monial for public ownership to 











me. On January 5, 1931, the techni- 
cal advisers of the St. Lawrence Pow- 
er Development Commission made 
their report to the commission. This 
body is friendly to the project, of 
course. But the technical advisers, 
after calling attention to the savings 
which should be made by the St. 
Lawrence Project from “tax exempt 
securities’ and partial exemption 
from Federal, state, and local taxes, 
state: 
“There is a large potential market at the 

site, but this power must be sold at a 

highly competitive price.” 

The only economical means of 
transmitting the benefits of St. Law- 
rence power to the state, they say, is 
either by contract with existing utili- 
ties or by “expropriation or acquisi- 
tion of all electric utilities as they will 
probably exist at time of completion. 
“They propose, then, that the state 
buy out the competitors because of the 
improbability that the state can suc- 
cessfully compete with them in this 
as yet unbuilt project. They foresee, 
as do all proponents of public owner- 
ship everywhere, a prospect of serv- 
ing the people in the future at, of 
course, the cost of the taxpayers. 
They would employ some part of this 
power in the electric lighting of state 
roads. But, being honest men, these 
commissioners of the St. Lawrence 
project cannot avoid offering this re- 
flection : 


“It is evident that if the project is to 
be tax free and the income from the bonds 
is to be exempt from taxation the burdens 
are shifted to other taxpayers or to the 
holders of other forms of securities.” 


In all the millions of words which 
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Senators Norris and Howell and 
Borah and Walsh have addressed to 
the Power Trust from the floor of 
the Senate, I do not remember one 
single word that impinged upon that 
thought. 

Not one. 


HAD planned to go extensively into 

the case of the municipally owned 
plant in Cleveland, but space is against 
me. It may be said concisely, how- 
ever, that this municipally owned 
plant is one of the most efficiently 
managed municipal plants in the Unit- 
ed States. It has been called the most 
efficiently managed. And in spite of 
that the city engineer in his report for 
1931 admits that he has been unable 
to make headway against the privately 
owned plant, although he has the ad- 
vantage of a certain freedom from 
taxes. 


“The burdens are shifted to other tax- 
payers or the holders of other forms of 
securities.” 


If the Radical Senators had had 
their way the privately owned utilities 
companies of this country would have 
been subjected to a burden that in Mr. 
Crisp’s words must have driven some 
of them into bankruptcy. It would in 
every case unfairly handicap the pri- 
vately owned company in favor of the 
publicly owned company. 

The plain intent of the Radical 
Senators was to advance the day of 
public ownership. 

They were defeated this time. But 
it must be that the stars in their cours- 
es fought against them. 

Because no one else did. 





Neep the service charge be uniform to all domestic users? 


What are 


the utility companies doing to equalize it? In the coming number of 
this magazine NATHAN B. Jacoss asks—and answers—some pertinent 
questions on this ever-live bone of contention within the field of regulation. 
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“Unfair” Utility Rates 


Are the charges that the regulatory bodies have 
permitted excessive charges, and that consequently 
commission regulation has “broken down,” based 
on facts—or on mere academic theory? Here are 
some specific instances in which utility rates have 
been found to be too low, and had to be raised by 
commission orders in order to maintain an essential 
public service. 


By HENRY C. SPURR 


HE so-called “power issue” in- 

volves the state ‘public service 

commissions. There can, in- 
deed, be no power issue at the present 
time unless commission regulation 
can be ignored or discredited. Con- 
sequently direct attacks have been 
made on the commissions as well as 
on the power companies. Political ag- 
itation has at various times resulted 
in a change of commission personnel. 
Former commissioners have been re- 
placed by men supposed to be immune 
to the wiles of the “power trust.” Yet, 
these new commissioners, in turn, 
have been subjected to just as severe 
criticism as the others. 

What is the basis of this outcry 
against commission regulation? 

It is fundamentally a rate question. 
So far as it is coupled with the so- 
called power issue, it is an electric rate 
question. 


HE state commissions have ren- 
dered plenty of useful public 
service about which nothing has been 
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said ; but, in the opinion of the critics, 
they have not reduced electric rates 
as much as they should. Moreover, 
they have even stood for rate increas- 
es, and it is this fact which probably 
accounts for the bulk of the criticism. 
The substance of the argument 
against the commission is this: 

Major premise: Electrical rates are 
excessive and unfair; or the state 
commissions have established or per- 
mitted electrical rates that are exces- 
sive and unfair. , 

Minor premise: State public serv- 
ice commissions were set up to estab- 
lish reasonable and fair rates. 

Conclusion: Therefore, commis- 
sion regulation is ineffective. 


| F faprtes the major premise that 
electrical rates are excessive and 
unfair is proved, there is no basis for 
the conclusion that commission regu- 
lation is ineffective or that it has 
failed or broken down even in rate 
matters. 

Most of the critics of commission 











regulation merely assume that electric 
rates are excessive and on that as- 
sumption go on to say that this shows 
that commission regulation has failed. 
For example, Senator Dill has said: 
“The public welfare demands that Con- 
gress protect the people against excessive 
rates for electric power. City governments 
and state commissions are unable to do 
so, 

This is a good example of the fal- 
lacy of “Unwarranted Assumption,” 
the begging of the whole question. 
Its weakness is obvious. 

A few of the critics do attempt to 
show that electrical rates are exces- 
sive but their method of proof is 
scholastic rather than scientific. They 
prefer theory to facts. 

It is said, for example, that com- 
missions have allowed the companies 
to earn a return on the present value 
of their property rather than on its 
original prudent cost. They assert, 
that the rate base is, therefore, inflated 
and, consequently, that electrical rates 
are exorbitant. The argument not 
only begs the question of the reason- 
ableness of the rate base itself but 
having done that assumes that all elec- 
trical rates are calculated on inflated 
valuations and that, therefore, all are 
unreasonable or excessive. It ignores 
the facts developed in actual rate cases 
before the commissions. 


NOTHER favorite argument is 

that the average rate charged 
by utility companies for domestic serv- 
ice in this country is higher than the 
rates for the same service charged 
by the governmentally owned Ontario 
Hydroelectric Corporation. The con- 
clusion is that electric rates in this 
country are, therefore, excessive. 
This argument is also theoretical. It 
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has the appearance of being factual 
without really being so. 

It is an enthymeme of the first or- 
der. The major premise is missing. 
Here is the set-up. 

Major premise: (Missing). 

Minor premise: The rates of the 
Ontario system are lower than the 
rates of privately owned electric com- 
panies in this country. 

Conclusion: Therefore, the rates 
of privately owned electrical com- 
panies in this country are too high. 

If you assume the truth of the 
minor premise and then try to supply 
the missing major premise, you will 
at once spot the weakness of the argu- 
ment. The fallacy of the compara- 
tive rate argument has often been 
pointed out in the decisions of the 
state commissions in rate cases. 


ante argument, in substance, 
is that it should cost a certain 
amount per kilowatt hour to generate 
and distribute electric current. That 
cost multiplied by the number of kilo- 
watt hours sold in the entire country 
would give the amount which the 
public ought to pay for its electric- 
ity. The difference between the total 
amount which it does pay and the 
total amount which it ought to pay is 
said to show how much is being taken 
from the public in excessive charges 
for electric service. 

This is a very fine example of pure- 
ly theoretical reasoning in which the 
facts developed by a mulitude of in- 
vestigations by public service commis- 
sions in rate cases are disregarded. 
It is a method of reaching conclusions 
which was dear to the hearts of the 
ancients. 

Some centuries ago scholars loved 
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to debate theoretical questions, such 
as how many spirits can dance on the 
point of a needle. That was a good 
question because there was no way of 
checking up on the soundness of the 
arguments. But that made little dif- 
ference anyway in those days because 
it apparently did not occur to anyone 
to ascertain facts. 

Once upon a time it is said that 
there was a spirited discussion among 
a group of scholarly men on the ques- 
tion of how many teeth the horse has. 
In the course of the dispute one of the 
younger members of the party timid- 
ly suggested that they look into the 
horse’s mouth and count the teeth in- 
stead of arguing about them. Where- 
upon, he was promptly kicked out of 
the meeting. To settle the question 
by looking into the horse’s mouth was 
regarded as a little short of heresy. 

But why not do just that thing in 
the case of power rates? 


Fagen ce that the reasonableness 
of electrical rates is to be deter- 
mined on the basis of the cost of the 
service, what better way is there of 
finding out whether the rates of indi- 
vidual companies are reasonable than 
the commission way? The commis- 
sion method is to ascertain how much 
it actually costs the company to render 
the service and how much the cus- 
tomers are paying for it. Having 
done that, they are in a position to 
know whether the rates are reason- 
able or whether they are too high or 
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too low. Why speculate or theorize 
about it when it is possible to get the 
facts? 

Instead of assuming that electric 
rates are exorbitant and arguing that 
commission regulation has, therefore, 
failed to protect the public or trying 
to show by theoretical scholastic rea- 
soning that electric rates are exces- 
sive, and that commission regulation 
has, therefore, failed, why not ex- 
amine the commission records of in- 
vestigations in rate cases? The facts 
bearing on the reasonableness of rates 
there to be found ought to be more 
convincing than scHolastic theories as 
to reasonableness. 

Let us take some instances in which 
the commissions have found electric 
rates to be too low. If we are looking 
for evidence of failure of the com- 
missions to prevent oppressive charg- 
es, presumably it would be here we 
might expect to find it. Theorists 
will probably regard the facts as dry; 
but facts must be considered for the 
sake of truth and accuracy. 


H™ is a group of cases in which 
it was found at the time of the 
investigation that the companies were 
operating at an actual loss. They 
were comparatively small companies 
it is true, but, nevertheless, they are 
a part of the electrical industry and 
necessarily included in blanket theo- 
retical criticism that rates for electric 
service are exorbitant. 

One very small company in Illinois 


sume that electric rates are excessive and on that assump- 


q “Most of the critics of commission regulation merely as- 


tion go on to say that this shows that commission regulation 
has failed.” 
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was found to have installed a plant at 
a cost of approximately $6,000. Dur- 
ing 1919 the operating expenses ex- 
ceeded the total gross revenue by 
$318.97. The operating expenses for 
1920 were estimated and the figures 
showed a probable operating loss of 
$300. In the expenses, nothing was 
shown for the salary of the manager 
or the rental of the building where 
the plant was housed or for deprecia- 
tion. An increase in rates was al- 
lowed.? 

In Indiana an audit of an electric 
company’s books was made by the 
accounting department of the commis- 
sion. In 1919 the company had an 
operating deficit of approximately 
$6,400. Its gross revenues were in 
the neighborhood of. $8,000 and the 
total operating expenses, $14,400. 
During the first four months of 1920, 
the company had the benefit of rate 
increases granted by the commission 
the year before, but notwithstanding 
that, the company lost approximately 
$1,300 during that time. The gross 
revenues for that period were $4,000, 
the total operating expenses $5,300. 
The company faced an operating loss 
for 1920 of approximately $4,000. 
So the commission allowed an in- 
crease in rates.* 

In one case the Michigan commis- 
sion found that the gross income of 
‘an electric company for 1919 was 
$15,743.56, and that the gross operat- 
ing expenses during the same period 
were $19,224.43. This showed an 
operating loss of $3,481, without 


making any allowance for return on 
the investment or the setting up of a 


1Re Kampsville Electric Light & P. Co. 
(Ill. P.U.R.1920F, 133. 

2Re Hope Electric Plant (Ind.) P.U.R. 
1920F, 398. 
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necessary reserve for depreciation.’ 

In a Missouri case the cost of an 
electric company’s property was $11,- 
000. The company had paid no divi- 
dends or set aside anything for de- 
preciation. Its expenses in 1917 were 


greater than its revenue. Its net re- 
turn for 1918 was less than $100.* 
On the investigation of the affairs 
of a small New York state company, 
the investment was estimated with- 
out allowing anything of an intangible 
nature. A reasonable return was fixed 
at 6 per cent for the time being. The 
commission found that the company 
was entitled to a return for street 
lighting of $581.88, but that it was 
actually receiving $314.29 or a loss 
of $267.59. The commission found 
that the company was entitled to a 
return on commercial lighting of 
$1,102.61. During 1929 the revenue 
from commercial customers was 
$675.35. The commission held that 
the company was entitled to a revenue 
sufficient to make up this deficiency.’ 


IX one North Dakota case in which 
an increase of electric rates was 
granted, the company was found to 
be operating at a loss. The commis- 
sion showed this in the following de- 
tail: ° 


Gross REVENUE: 1919 
Individual custom- 
ARE ET 13,286.70 
Municipal ......... 2,760.35 
Total gross income $16,047.05 
DEDUCTIONS : 
A $ 1,140.00 
Fuel expense and 
lubrication ...... 8,197.60 


3 Re Western-Hydro Electric Co. ( Mich.) 
P.U.R.1920D, 1046. 

4Re Portageville Light & P. Co. (Mo.) 
P.U.R.1919E, 586 

§ Canton v. St. Lawrence Transmission Co. 
(N. Y. 2nd Dist.) P.U.R.1920F, 214. 

6 Re Dakota Utilities Co. (N. D.) P.U.R. 
1920F, 919. 
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How the Commissions Determine the ‘“Reasonableness”’ 


of Utility Rates 


¢ —_- that the reasonableness of electrical 

rates is to be determined on the basis of the 
cost of the service, what better way is there of 
finding out whether the rates of individual com- 
panies are reasonable than the commission way? 
The commission method is to ascertain how much 
it actually costs the company to render the service 
and how much the customers are paying for it.” 








DEDUCTIONS : 
General expense .. 1,291.05 
Operating expense 4,715.45 
Maintenance ...... 516.84 
SO eee 510.22 
Total deductions .......... $16,371.16 
Net Loss ........ Medel Se $324.11 
Depreciation, 5 per cent on cost 
of reproduction, $38,241 ..... $1,912.05 


$2,236.16 


In another case from the same state 
the average net loss of a small electric 
company for two years was shown 
to be $1,114.18. The commission 
said that it was doubtful whether the 
increase asked for would be sufficient 
even to meet operating expenses.” 

In a West Virginia case the operat- 
ing expenses of the electrical depart- 
ment of one company for 1919, ex- 
clusive of interest, and including tax- 
es, were found to be $24,484.08, or 
an excess over operating revenue of 
$1,333.72.° 

In another investigation by the 
same commission it was found that 
the owner of another company oper- 
ated a water, electric, and ice plant 
and did a supply and contract busi- 


Deficit from operations, 1919 ... 


~ 7Re | Hannes sao & P. Co. (N. D. 1920) 
P.U.R.1921B, 391. 

8 Re Buckhannon Light & Water Co. (W. 
Va.) P.U.R.1920E, 848. 
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ness. The amount actually invested 
in the plant, aside from any earnings 
that might have been invested, was 
approximately $165,000. The com- 
mission said : 


“For the year 1918 applicant’s gross in- 
come was approximately $33,800, and its 
operating expenses $38,600, its gross income 
being in round numbers $4,800 less than 
its operating expenses. For the year 1919 
applicant’s gross income was $39,544.57, 
which included from its ice business 
$9,466.60; its supply business $3,079.10, and 
its contract and labor business $524.61, 
leaving as the gross income from its water 
and light business alone $26,474.26. Op- 
erating expenses for 1919 were $41,105.62, 
or an excess of expenses over income of 
$2,105.62. If applicant had eliminated —— 
its gross income the profit realized u 
its supply, labor, and ice business, its de cit 
or loss for 1919 would have been in excess 
of $10,000.9 


And in Wisconsin a temporary in- 
crease in the rates of an electric utility 
was allowed where it appeared that 
the plant was operated in as efficient 
a manner as plants of like character 
but where, because of the increased 
cost of coal, operation was at a 
loss.” 


) gees where companies, 
efficiently managed, are operat- 


®Re Point Pleasant Water & Light Co. 


(W. Va.) P.U.R.1920F, 198. 
10 Re Seymour Electric Co. (Wis.) P.U.R. 
1918B, 623. 
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ing at a loss, commission regulation 
cannot be held at fault in allowing rate 
increases no matter what one’s theory 
may be as to the rate base or what the 
rates for domestic service in Ontario 
may be. These cases indicate that 
operating conditions differ in the vari- 
ous territories served, and that no 
general charge that electric rates are 
exorbitant can be applied to all com- 
panies; and that the accuracy of the 
allegation of exorbitant rates can be 
tested only by the examination of the 
facts relating to the operation of indi- 
vidual companies. 

Now suppose we consider the facts 
in a group of cases selected with a 
view of eliminating all possibility of 
quibbling over prudent investment or 
present value. If the rate base re- 
flects cost instead of value and the 
return is unreasonably low, the rates 
fixed by the commission manifestly 
cannot be said to be exorbitant on the 
theory that there has been an inflated 
valuation. 


) Bag us take an illustration from 
Arkansas. In one case the com- 
mission fixed the company’s rate base 
at $488,545.50. The inventory was 
based as nearly as possible on the 
actual cost of the installation of the 
property. Nothing whatsoever was 
allowed for going concern value. The 
commission found that the proposed 
rates would allow a return of only 
7.1 per cent on this investment both 
for interest and depreciation." The 
commission held that this was not un- 
reasonably high. It would hardly 
seem so. If 5 per cent were allowed 
for depreciation, it would leave the 
company a return of only a little over 


11Re Commonwealth Pub. Service Co. 
(Ark. 1920) P.U.R.1921A, 220. 


2 per cent, and if the annual deprecia- 
tion allowance were cut to 3 per cent, 
it would leave the company a profit on 
the entire investment of only a frac- 
tion over 4 per cent. 

What would the theoretical critics 
of regulation do in such a case if they 
were themselves forced to make a de- 
cision on such facts as these? They 
might possibly reduce rates anyway 
on the theory that this might develop 
the business and lead to a profit, but 
they could not say that at the time 
of the investigation the company was 
making an extortionate profit. 


. yemeg we now look at a larger- 
sized rate case from California. 
In one instance the commission found 
that an electric company’s investment 
on December 31, 1919, was $5,979,- 
141.21, exclusive of working cash 
capital and materials and supplies. 
The commission found that under 
existing rates the company’s earnings 
for 1920 would be approximately 4.7 
per cent on its investment, that the 
return for 1917 was 4.52 per cent, for 
1918, 3.65 per cent, and for 1919, 
5.55 per cent. The commission said 
the cost of money to the company 
was in excess of 6 per cent. It had 
rendered service during the previous 
three years at an average rate of ap- 
proximately 5 per cent on its reason- 
able investment. That was a rate of 
return less than the cost of the money 
it had to borrow to meet the demands 
for service. This, said the commis- 
sion, could not continue indefinitely.” 


af [ ‘AKE a bigger case from the same 
state, in which an increase in 





12Re Mount Whitney Power & Electric 
Co. (Cal.) P.U.R.1920D, 931. 
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electric rates was authorized. In this 
case the commission found that the 
rate base for 1920 was $18,043,174.13 
as against the company’s figure of 
$22,278,605.03. No one familiar 
with the decisions of the California 
commission can fairly claim that it 


_ fixes rates on the basis of an inflated 


valuation. The investigation by the 
commission in this case showed that 
the company earned an 8.65 per cent 
return in 1916; 8.24 per cent in-1917; 
6.72 per cent in 1918; 5.54 per cent 
in 1919, and 5.97 per cent in 1920. 
The commission said that the money 
necessary to develop the power plants 
of the company was costing it in ex- 
cess of 7 per cent a year, and that in 
the present case, where the company 
was expending during the years 1919 
and 1920 in excess of 50 per cent of 
the capital previously invested, it was 
apparent that the company’s custom- 
ers could not and should not expect to 
receive service at rates which would 
not make possible payment by the 
company of its cost of money and 
something additional as compensa- 
tion for the effort exerted to serve 
the public interest.” 

Pending a detailed valuation the 
Idaho commission allowed an increase 
in electric rates. The company in 
this case claimed a plant value of 
$23,000,000. The commission, how- 


18 Re San Joaquin Light & P. Corp. (Cal.) 
P.U.R.1920D, 940. 


ever, assumed a value of only $12,- 
000,000 and allowed the increase to 
produce an 8 per cent return on that 
figure. Based on this tentative value, 
the operating deficit for 1920 was 
$110,390. It is not likely that the 
rate base assumed by the commission 
represented as much as the prudent in- 
vestment in the property." 


HE Illinois commission in one 

case allowed an increase in elec- 
tric rates to produce a 7 per cent re- 
turn based upon an estimate of the 
minimum cost of the property. The 
commission was not merely guessing 
at this. It said: 


“The commission has been organized for 
a period of five years, and during this time 
has had occasion to pass upon the values 
of many properties of a character similar 
to the one which is under consideration in 
this proceeding. The engineers of the 
commission are men having extended ex- 
perience in the valuation of utility prop- 
erties both prior to their employment by 
the commission and during this employ- 
ment. During the life of the commission 
many inventories and appraisals have been 
presented to it in very great detail, some 
of these appraisals having been presented 
by parties interested in the various proceed- 
ings, and a part of them having been 
prepared by the commission’s staff. The 
engineering staff, in the preparation of its 
appraisals, has consulted the report, vouch- 
er records, and work-order systems of 
many public utilities for the purpose of 
arriving at actual costs of materials and 
the amount and extent of the labor neces- 
sary for the installation of property of 
various characters and under various con- 
ditions. The results of this vast amount 


14Re Idaho Power Co. (Idaho) P.U.R. 


e 


1920D, 806. 


“In a Wisconsin case the commission held that considera- 
tions of public policy require that a power company be per- 
mitted to raise its rates when it appears from an examina- 
tion of the business that the return from existing rates 
is so low as to threaten or endanger the very existence of 


the enterprise.” 
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of work have served to give the commis- 
sion and its engineering staff an extensive 
fund of information as to the costs of 
property under various conditions at vari- 
ous times and under a variety of circum- 
stances.” 15 
The same commission’s engineering 
staff estimated the actual cost of an- 
other company’s property at $375,000 
and accrued depreciation at not to ex- 
ceed $60,000. The commission found 
that the company was not earning a 
reasonable return on this investment 
and fixed rates which would make the 
amount available for a return of 8 per 
cent on an investment of $300,000. 


i an early New York case it was 
agreed that the actual fixed capital 
of an electric company was $467,- 
435.66, which did not include any- 
thing for working capital or intangi- 
bles. The company had asked for an 
increase in rates. It was shown that 
it was earning only 2 per cent upon 
this bare bones investment without 
working capital. The commission 
made a minimum allowance of $25,- 
000 for working capital and then said 
the company was entitled to earn a 7 
per cent return on the fixed capital 
plus this allowance for working capi- 
tal. The revenue increase to produce 
this return amounted to $9,228 a 
year.” 

The North Dakota commission in 
one instance found that the total pres- 
ent value of the property of an electric 
company based upon actual cost was 
$36,549. The reproduction cost was 
found to be approximately $82,500. 
On the actual cost basis the company’s 





15 Re Illinois Northern Utilities Co. (IIl.) 
P.U.R.1919D, 817. 

16 Re Monmouth Pub. Service Co. (IIl.) 
P.U.R.1919E, 494. 

17 Re Lockport Light, Heat & P. Co. (N. Y. 
2nd Dist. 1915) P.U.R.1916A, 183. 
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net return, without allowing anything 
for depreciation, was 7 plus per cent 
in 1918, 3 plus per cent in 1919, and 
1 plus per cent in 1920. An increase 
in rates was allowed.” 

In another case the same commis- 
sion found that a rate base fixed with 
approximate accuracy and fairness on 
the original cost of installation 
amounted to $173,164. The company 
was making a net return of $1,836 on 
existing rates. Figure that percent- 
age of profit out. The commission 
allowed an increase in rates.” 


ie an Oregon case the combined 
properties of two electric compa- 
nies were valued for rate-making pur- 
poses. The original cost of one of 
these was found to be $111,977.08. 
The reproduction cost was found to 
be $128,517. In the other case the 
records did not disclose the cost suf- 
ficiently to permit a statement to be 
made as to the cost of the property as 
a whole. The commission said, how- 
ever, that in estimating the cost of re- 
production, its engineers necessarily 
reflected to a considerable extent orig- 
inal cost as liberal use was made by 
the commission’s engineers of such 
original cost records as were avail- 
able. The value of the combined prop- 
erty was found to be $219,006. To 
this $4,079 were added for working 
capital, making a total of $223,085. 
The net operating income of the com- 
pany was found to be 5.02 per cent. 
Now, suppose that instead of reflect- 
ing original cost the rate base found 
by the commission really reflected the 
cost of reproduction. It would then 


18 Re Eastern Montana Light & P. Co. 
(N. D.) P.U.R.1920F, 928. 

19 Patterson v. Hughes Electric Co. (N. D. 
1920) P.U.R.1921A, 1. 
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No General Criticism of Rates Can Be Applied 
Indiscriminately to All Companies 


“oo companies, efficiently managed, are operating at a 
loss, commission regulation cannot be held at fault in 
allowing rate increases no matter what one’s theory may be as 


to the rate base. 


Operating conditions differ in the 


various territories served, and no general charge that electric 
rates are exorbitant can be applied to all companies; and the 
accuracy of the allegation of exorbitant rates can be tested only 
by the examination of the facts relating to the operation of 


individual companies.” 





be an inflated rate base, in the opinion 
of the advocates of the prudent invest- 
ment theory. But let us see how 
much difference this would have made 
in the percentage of the return. It 
would be fair to assume that the ap- 
preciation in value in the case of one 
company was about the same as in that 
of the other. On this assumption the 
prudent investment rate base instead 
of being $219,006 (value) would be 
$203,680 (cost). Even on the pru- 
dent investment basis, the return 
would be only 5.6 per cent, which 
is hardly excessive.” 


| a Utah case the company claimed 
that the total cost of its property 
was $1,307,770.45. The commission 
found that existing rates would yield 
a return of 5 per cent on a valuation 


20 Campbell v. Hood River Gas & E. Co. 
(Or.) P.U.R.1915D, 855. 
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of $402,382; a return of 6 per cent 
on a valuation of $335,318, and a re- 
turn of 8 per cent on a valuation of 
$251,489. On a tentative value fixed 
by the commission the company was 
earning only 2 per cent. This tenta- 
tive valuation, of course, the commis- 
sion deemed fair ; but if it were cut in 
two the company would still be earn- 
ing only 4 per cent. No one would 
say that a 6 per cent return would be 
excessive, and yet the company was 
earning 6 per cent on a rate base esti- 
mated at only $335,318, whereas the 
company claimed that the actual cost 
of its property was $1,307,770.45.™ 

On the depreciated book cost of 
$385,000 of another company the 
same commission found that the 
amount available for interest and re- 





21Re Telluride Power Co. (Utah 1921) 
P.U.R.1922B, 168. 
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turn was $1,706.30. The commis- 
sion said that it would thus be seen 
that, after a proper allowance for de- 
preciation, the question of an exact 
valuation was not material, for the 
reason that after operating expenses 
and depreciation were paid out of the 
gross revenues, practically nothing 
was left for return.” 

On an application for an increase 
in rates which was granted in part by 
the West Virginia commission, an 
electric company’s statement showed 
that its property cost $10,303,943.91. 
The commission excluded from the 
cash statement the sum of $350,000 
for unused water power sites and the 
sum of $822,888.41 for incomplete 
construction. The company claimed 
a value of $15,305,171.10. The com- 
mission fixed the rate base at $9,862,- 
500 upon which it was found that the 
company was earning about 5.3 per 
cent. In the rate base, however, the 
commission allowed a going concern 
value of $1,500,000. If this had been 
entirely eliminated, the company 
would have been making about 6} 
per cent.* 


N a Wisconsin case the commission 
held that considerations of public 
policy require that a power company 
be permitted to raise its rates when 
it appears from an examination of the 
business that the return from existing 
rates is so low as to threaten or en- 
danger the very existence of the en- 
terprise. The company had been 
earning from 3.9 per cent to 5.3 per 
22 Re Dixie Power Co. (Utah) P.U.R. 
1922B, 832. 


3 Re Appalachian Power Co. (W. Va.) 
P.U.R.1919D, 286. 
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cent on the cost new of the property, 
and from 2 per cent to 2.8 per cent 
on a valuation of the property exclu- 
sive of water rights.™ 


HESE are, of course, only a por- 

tion of the cases in which rate 
increases were allowed by the com- 
missions during the period of high 
operating costs. An examination of 
the others would unduly extend this 
article; but the facts in all of these 
cases show that the increases were 
necessary. They would probably have 
been allowed even by the critics of 
regulation had they been forced to 
pass judgment on the facts rather 
than to theorize. 

Is it reasonable to suppose that 
state public service commissioners, be- 
ing human, would have gone out of 
their way to incur popular disfavor 
by increasing rates? Obviously they 
would prefer to decrease rates. Even 
if one were not familiar with the 
facts, there would, therefore, be a 
strong presumption that the increases 
in rates were granted only because 
they were considered to be absolutely 
necessary. 

Reference has been made only to 
cases in which electric companies have 
been held entitled to relief from low 
rates. The commissions, of course, 
have ordered rate reductions in many 
cases and in others have refused to 
grant increases demanded by the com- 
panies. Those decisions were adverse 
to the claims of the electric compa- 
nies. That is the other side of the 
picture. 

But it is a story by itself. 





24Re Rhinelander Power Co. (Wis.) 
P.U.R.I915A, 652. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


A. L. BILtIncsLey 
Advertising man. 


Davip E. LIrienTHAL 
Of the Public Service Commission 
of Wisconsin. 


Morris LLEWELLYN COOKE 
Engineer. 


F. A. Newton 
Utility rate expert. 


Paut CLAPP 
Vice president, Columbia Gas and 
Electric Company. 


Grorce T. BucKINGHAM 
Vice president, Illinois Power and 
Light Corporation. 


C. Ermer Bown 
Member of the Pittsburgh bar. 


CaLvERT MAGRUDER 
Professor, Harvard Law School. 


—MonTAIGNE 


“In the final analysis, you want good customer rela- 
tions because these mean good sales conditions.” 


> 


“The utility business is unable to cut costs as rapidly 
or to the same degree as many other lines of business.” 


* 


“Through propaganda fostered by the electrical in- 
dustry the public has been led to believe that domestic 
electric rates have been ‘steadily going down.’” 


* 


“Had the average rate for electricity followed the 
cost of living curve, it would have been 11.6 cents per 
kilowatt hour at the end of 1931—not 5.82.” 


? 


“A cut of less than 5 per cent in costs of government 
would mean a saving to the people of this country of 
an amount equal to their total domestic electric bill.” 


* 


“In pre-war Germany it was said every citizen carried 
a soldier on his back. In pre-republican Spain it was 
said every citizen carried a priest on his back. In this 
land it can now be said every citizen carries’a politician 
on his back.” 
¥ 


“The highest opportunity for constructive statesman- 
ship does not lie in the direction of cutting down the 
profits of the utilities, but in fostering intelligent and 
progressive administration of their affairs with a view 
of expanding their fields of service to the utmost.” 


* 


“Tt is unfortunate that the best brains of the (legal) 
profession have been spent on manipulation of the 
corporate device for the development of holding com- 
panies, security affiliates, mergers, nonvoting stock, and 
investment trusts, at the behest of financial adventurers 
who have thereby attained control of vast pools of 
wealth contributed by the general public.” 
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HOW THE FEDERAL GOVERNMENT SHOULD 


Regulate the Air Utilities 


“The interest of the public, the interest of the rail- 

roads, and the interest of the aviation industry it- 

self, dictate that the proper agency of control is 
the Interstate Commerce Commission.” 


By HON. SAM G. BRATTON 
UNITED STATES SENATOR FROM NEW MEXICO 


r \uE advancement of science 
brings a constant increase in the 
diversification of human activi- 

ties. From time immemorial the 

transportation of persons or commod- 
ities has been regarded as a business 
properly subject to regulation by pub- 
lic authorities. It matters not what 
the method of transportation may be. 

In the days when horses and sailing 

vessels were the only known agencies 

of transportation, there were regula- 
tions governing travel on the King’s 

Highways and the movements of 

ships within territorial waters. The 

invention and the almost universal 
adoption of the steam railway and the 
steamship brought new regulations; 
later, the electric railway and the au- 
tomobile forced still further expan- 
sion of regulatory functions and, so 
far as the automobile is concerned, it 
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is probable that there will be even 
more rigid regulation in the future. 

Today we are confronted with an- 
other agency of transportation, com- 
mercial aviation. It doubtless is still 
in its infancy, but it is a lusty infant 
and is growing rapidly. In 1931 
there were a total of 457,340 passen- 
gers carried on scheduled flights by 
licensed air carriers over an aggregate 
of 41,416,688 miles. Probably the 
figures will be insignificant by com- 
parison with those we may expect a 
few years hence but they are by no 
means negligible now. 


I TAKE it that no one today will pre- 

sume to argue against public reg- 
ulation of an industry to which is en- 
trusted the lives of nearly a half mil- 
lion citizens yearly and in which 
many thousands of other citizens have 
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invested many million dollars. The 
question is: how shall that regulatory 
function be exercised? 

Obviously, it must be done by the 
Federal government. The very es- 
sence of interstate commercial avia- 
tion places it beyond the scope of con- 
trol by the states alone, though there 
is a very proper field for the exer- 
cise of their police powers over phas- 
es of the industry which do not spread 
across state lines. 

But let us assume—as, I think, ev- 
eryone does who has given any study 
to the problem—that the great part 
of effective regulation over aviation 
must be done by the Federal govern- 
ment. To which of the many existing 
agencies in Washington should that 
task be assigned? Or should an en- 
tirely new bureau be created? 

There are many choices which 
could be made but it seems to me that 
the obviously proper thing to do is to 
turn this job over to the one agency 
of the government which has had 
years of experience with transporta- 
tion problems. I refer to the Inter- 
state Commerce Commission. 


T has been asked why the Interstate 
Commerce Commission should be 
selected for this task and there have 
been suggestions that the present eco- 
nomic condition of the railroads does 
not augur well for the future of avia- 
tion if that industry is delivered over 
to the commission’s control. To my 
mind, this is an exceedingly specious 
suggestion. The! country is passing 
through a depression which has had 
disastrous results for many indus- 
tries. Far from accentuating this 
depression in the case of the railroads, 
it is probable that the Interstate Com- 
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merce Commission has done much to 
cushion its effects by preventing un- 
wise expansion and extravagant fi- 
nancing in more prosperous years. To 
blame the Interstate Commerce Com- 
mission for the plight of the railroads 
is akin to blaming the Federal Re- 
serve Board for the straightened con- 
dition of member banks; it is like 
blaming the Shipping Board for the 
depression of the American merchant 
marine or the Federal Trade Commis- 
sion for the fact that many industries 
whose trade practices are subject to 
the scrutiny of that commission have 
encountered difficulties. 


HERE are two principal reasons 
why, in my opinion, the Inter- 
state Commerce Commission should 
be given supervision over commer- 
cial aviation: 
First, the interrelation of rail and 
air transportation. 
Second, the character of the regu- 
latory functions to be exercised. 


| the United States today approxi- 
mately one third of the commer- 
cial air passenger carriers—including 
several of the largest ones—have in- 
terlocking arrangements with rail- 
roads whereby the prospective passen- 
ger is offered a combination air and 
rail trip designed to get him to his 
destination in as few hours as pos- 
sible. Doubtless, this combination 
transportation will grow as the nation 
becomes more air-minded and as the 
science of aerial navigation advances. 
But, how ridiculous would it be—or 
rather, it is—to divide jurisdiction of 
the government over the two methods 
of transportation employed on a sin- 
gle continuous trip across the conti- 
nent! 
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“In many instances combination railroad and air rates are 
q involved and it is clear that in such cases there should not 
be one governmental agency controlling rates for one part 
of the route and an entirely different bureau or commission 


regulating the remainder.” 


Moreover, at least one railroad has 
extended its own lines with a supple- 
mental air service which operates dur- 
ing the summer months. Probably 
there will be other examples of this 
practice since the aerial feeders can 
be put into this operation quickly and 
cheaply during the seasonal demand 
and do not necessitate expensive con- 
struction and maintenance of tracks 
and terminal facilities during the sea- 
sons when they are not operated. 
Would it not be a glaring example of 
senseless division of authority to set 
up a separate agency to control or reg- 
ulate an air extension of a railroad 
which is already adequately super- 
vised by the Interstate Commerce 
Commission? I entertain no doubt 
that a similar interlocking arrange- 
ment for express will in the near fu- 
ture be quite common through the 
country. 


HE character of control which 

the government should exercise 
over commercial aviation, I have em- 
bodied in a bill now pending in the 
Senate. But first let us see what the 
present Federal regulation is. 

Back in 1926 Congress gave the 
Department of Commerce a very re- 
stricted authority over aviation, an 
authority now exercised through the 
Aeronautics Branch of that Depart- 
ment. As I understand the law, 
the extent of the jurisdiction of 
the Department of Commerce is lim- 
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ited to the examination of planes in 
advance of their construction; that 
is, an examination of plans and speci- 
fications ; a subsequent inspection for 
airworthiness and periodic inspections 
for the same purpose thereafter; and 
the examination and licensing of pi- 
lots. The Department also has cer- 
tain duties with respect to investiga- 
tion of accidents but at present there 
is no adequate system of reports on 
the causes of specific accidents. 

Here are some of the things the 
Department of Commerce cannot do: 

It has no power to determine wheth- 
er air lines should be established or 
to compel their continuance or discon- 
tinuance; it has no jurisdiction over 
schedules ; it has no control over rates. 
Nor does the Department, or any 
other bureau of the Federal govern- 
ment, have anything to say as to the 
issuance of securities by aviation com- 
panies or as to possible mergers or 
acquisitions of one competing line by 
another. As to all of these subjects 
the Interestate Commerce Commis- 
sion has control over the railroads 
and, if my bill should be enacted, this 
commission would have similar con- 
trol over aviation companies. 


Gi must be obvious that the public 
is entitled to every possible pro- 
tection when using a common carrier, 
be it a railroad, a ship, or an airplane. 
Where interstate travel or commerce 
is involved—as it is practically al- 
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ways in the operation of commercial 
aviation companies—the duty of in- 
suring that protection devolves upon 
the Federal government. Take the 
matter of protection against personal 
injuries alone. A railroad has valu- 
able physical property behind it to be 
attached, if necessary, to insure pay- 
ment for injuries or damage. But a 
carrier by air may have very few as- 
sets beyond the plane or planes it op- 
erates and after a serious accident 
its assets are almost sure to be con- 
siderably diminished. That is why 
there should be provision for bond- 
ing all commercial carriers by air. 

That particular responsibility may 
not be one peculiarly suited to the In- 
terstate Commerce Commission, but 
most of the other dutiés involved are 
almost identical with the things the 
commission has been doing for many 
years with respect to the railroads. 

In the first place, there is the ques- 
tion of whether or not a particular 
transportation service should be in- 
augurated at all. Here the guiding 
consideration is the public conven- 
ience and necessity, which is exactly 
the same problem with which the 
Commission has been wrestling for 
years in connection with applications 
for the construction or extension of 
railroads. The factors involved in 
determining the public interest are al- 
most exactly the same whether the 
method of transportation is by rail 
or by air. 


HEN there is the question of 
rates. In many instances combi- 
nation railroad and air rates are in- 
volved and it is clear that in such 
cases there should not be one govern- 
mental agency controlling rates for 


PUBLIC UTILITIES FORTNIGHTLY 


145 





one part of the route and an entirely 
different bureau or commission regu- 
lating the remainder. Even where 
an all air rate is to be considered, the 
mechanics of arriving at what consti- 
tutes a reasonable charge is approx- 
imately the same as those now utilized 
by the commission as to the railroads. 

Considerations heretofore men- 
tioned apply particularly to passenger 
traffic but in the case of transporta- 
tion of commodities there are other 
pertinent arguments in favor of giv- 
ing jurisdiction to the Interstate 
Commerce Commission. Through 
long years of experience the commis- 
sion and the commission’s staff have 
acquired a store of information on 
the vagaries of bills of lading and up- 
on the niceties of responsibility. 

It seems incredible that any one 
would favor setting up a duplicate 
machinery elsewhere with all the add- 
ed expense and over-lapping of effort 
that would result. 


W: live in an age of rapid move- 
ment and development. Some- 
thing like half a century elapsed be- 
tween the introduction of the steam 
locomotive and the beginning of ef- 
fective regulation of the railroads. 
But the railroads developed during a 
slow motion century, comparatively 
speaking. This is a more rapid peri- 
od. Effective regulation of aviation 
must be undertaken promptly; every 
month of delay adds to the difficulty 
of final solution of the problem. 

Every consideration—the interest 
of the public, the interest of the rail- 
roads, and the interest of the aviation 
industry itselfi—dictates that the 
proper agency of control is the Inter- 
state Commerce Commission. 















Enter the Villain 





A glimpse behind the scenes at the professional technique 
in the presentation of the municipal ownership drama 


The author of this article (who is a nationally known writer), has 
been so impressed with the similarity in methods between the poli- 
ticians and the fiction writers in establishing the “characters” with 
which they appeal to the emotions of their public that he has jotted 


down his observations. 


Here they are. 


“Please,” he pleads, “don’t 


use my name; I am a newcomer here, and I want to avoid contentions 


with my neighbors.” 


So Pustic Utiities Fortnicutty is violating 


its policy and publishing the article anonymously. 


BY A STORY-TELLER IN HOLLYWOOD 


story-teller. I work, not with 
facts or figures, but with emo- 
tions—the emotions of other people. 
With your emotions, if you please. 
But in this particular recital of facts 
I promise to play the reader no tricks. 

I will, on the contrary, show you 
my tricks and explain how they work. 
They are few and simple in theory, 
although not simple in practice, be- 
cause it takes long drill to master the 
technique. 

As a story-teller, I am a manufac- 
turer of a market product. You are 
a potential customer for that product, 
even though there will be days and 
maybe weeks when you find your own 
personal story absorbing enough to 
dispense with the manufactured arti- 
cle. Your love affair, or your job, or 
your competitor or profits, furnish 
enough excitement to hold your en- 
tire attention, and you have no time 


[* no economist. I am just a 
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for fiction stories in the magazines or 
on the screen. 

That does not worry me at all. Like 
an experienced manufacturer, I rely 
on the law of averages, knowing that 
eventually you will be bored by your 
success or distracted by your troubles. 
Then you will seek escape in fiction. 
You pick up a magazine, or drop into 
a picture show. And then I get you! 

And believe me, I get you as quick- 
ly as possible! 


- the first paragraph of my printed 

story, or any hundred feet of film 
you may happen to see first, I go 
straight for your feelings with a tech- 
nique as old as Homer. 

“Here is a villain,” I say. “Observe 
his mean eyes and cruel mouth. 
Watch while he robs the widow and 
orphan, and kicks his poor old mother 
in the slats. Hate him!” 

And I defy you not to hate him. 
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“Now see this lovely heroine, this 
brave hero,” I add. “Would you not 
like to be that girl? Does not this 
courageous fellow act as you would 
want to act if you were fighting the 
villain? How they love one another! 
What a pity if they do not triumph 
over villainy, find the missing will, 
and live happily ever after!” 

And if you do not feel tender emo- 
tion toward these characters, and fol- 
low their struggle, and thrill with joy 
when they win in the end, then some- 
thing is wrong with my work as a 
story-teller. 

You hate my villain, and love my 
hero, by no process of reasoning, but 
entirely because I have forced them 
upon your emotional nature by bold 
assertions, as a conjurer forces a card. 

“This is villainy—hate! This is 
virtue—love!” 

That is the formula, and on the day 
when average human beings do not 
accept the story-teller’s bald assertions 
at face value, and go wuff-wuffing 
through the plot, there will be some- 
thing wrong—some great fundamen- 
tal change in human nature that is not 
yet in sight by several hundred cen- 
turies. 


Aart three years ago my writer’s 
trade brought me to Hollywood, 
where I bought a home, and became a 
taxpayer for the first time in my life. 
After fifteen years of New York, it 
was a new experience to have my own 
Spanish casa against one of the Hol- 
lywood foothills, under the rainless 
desert sky, and amid the vigorous 
vegetation of latitude N. 34. Ten 
minutes’ walk lay Hollywood boule- 
vard, much like Eighth avenue in 
New York, but on my terrace it was 
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as quiet as the country, except for the 
tuneful linnets and the bold humming 
birds and the hurtling mocking bird, 
somersaulting at the top of my high- 
est tree. 

“This is the life!’ I said, never sus- 
pecting that villainy lurked around the 
corner, waiting to draw me into as 
thrilling a melodrama as any I have 
ever concocted for the tired business 
man. 

As a professional story-teller, I ad- 
mire the speed and certainty with 
which my attention was captured, and 
my emotions involved—and here is 
the way it was done: 


| i Los Angeles—of which Holly- 
wood is part—we have frequent 
elections. Not only are public offices 
filled by the voters, but the city treas- 
ury as well. That is, bond issues for 
this and that are submitted to the bal- 
lot, and the citizen is also called upon 
to approve or disapprove laws after 
they have been passed by the legisla- 
ture. At some elections, there are so 
many of these laws that the state pub- 
lishes quite a thick volume for the 
guidance of the voter. 

My first intimation that there was 
a villain about came with the approach 
of an election, at which the question 
of some millions of dollars in bonds 
was to be passed upon by the Los 
Angeles voters. 

Suddenly, I discovered that my 
quiet Hollywood home was menaced 
by powerful corporations. In some 
of the newspapers, and over the radio, 
this danger was pointed out to me, as 
a taxpayer. 


Fe the first time, my attention was 
drawn to my electric light bills, 
7 











and I found that this service came 
from a city bureau instead of from a 
public utility company. 

According to these particular edi- 
tors and radio orators, the city elec- 
trical bureau was “the people’s enter- 
prise.” By owning our electrical bu- 
reau, we taxpayers secured lower 
rates than we would have to pay if the 
service were rendered by a corpora- 
tion. But outside the city the corpo- 
rations controlled service, and inside 
the city there was still a corporation 
doing business. 

At all times, said these city owner- 
ship advocates, the electrical corpora- 
tions were actively hostile to the “peo- 
ple’s enterprise.” They were particu- 
larly active now, in opposition to this 
bond issue, by which funds would be 
provided for the extension of the city 
service. If they could defeat the 
bonds at the polls, the city bureau 
would be hamstrung. 

As I have the average American’s 
respect for democracy, I felt that here 
was a clear-cut case of democracy in 
danger. 

On election day I went to the polls 
and voted for those bonds—which 
were, nevertheless, heavily defeated 
by an electorate with considerable 
more experience than myself in the 
complexities of Los Angeles city pol- 
itics. 
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ne then I have learned more 
about the political and the eco- 
nomic situation. The first discovery 
that I had been duped by my emo- 
tions came through following the ar- 
guments of those who advocate mu- 
nicipal ownership of electrical serv- 
ice. 

These arguments are simple, and 
unchanging; they are directed at the 
citizen’s emotions, and at nothing else. 
As story stuff, they are first-class vil- 
lainy—and one cardinal rule in story 
telling is “get your villain first.” 

Public ownership is a sacred cause, 
as presented by its advocates; it is 
bound up with the liberties of the peo- 
ple, and is no more to be questioned 
than the virtue of your heroine. 

Therefore, corporation ownership 
is unholy; every argument made for 
the private electrical companies is dia- 
bolically inspired; every officer and 
employee of private companies is at 
all times crooked and dangerous, and 
no more to be credited with a decent 
motive than the villain of any other 
piece. 

In fiction, if the villain conquers, 
the heroine’s property will be lost and 
the hero will lose the heroine. 

In this melodrama of municipal 
ownership, if the private corporations 
win, the liberties of the people will be 
lost and their public electrical enter- 


tain a continuous hatred for the same old villain. 


q “IN the municipal ownership drama it is necessary to main- 


The people called upon to hate and vate against this villain 
of corporate enterprise, seem to exhaust the emotional pos- 
sibilities and develop curiosity about the facts. Moreover, 
the facts have an ugly way of intruding, in the shape of 
rising taxes.” 
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prise ruined, and the private electrical 
companies will thereupon be placed in 
position for revenge, by the advancing 
of rates. 

Thus far—good, 
drama. 


strong melo- 


B” to the story-teller there is one 
tremendous handicap, and it 
probably accounts for the fact that 
the voters of Los Angeles have not 
lately approved large bond issues sub- 
mitted for the electrical enterprise. 

In fiction and drama, your story 
must have an end as well as a begin- 
ning. You force your villain and 
hero upon the scene, arouse your au- 
dience’s emotions of hate and affec- 
tion, put virtue at the mercy of vice 
right up to the last moment, and then 
make a clean ending by letting virtue 
win, and giving vice a punch in the 
jaw. Your audience enjoys its thrill 
—and is ready for another story. 

But in the municipal ownership 
drama it is necessary to maintain a 
continuous hatred for the same old 
villain, and judging by the actions of 
voters, this is not practicable. Emo- 
tions notoriously spend themselves if 
played upon too long, and the people 
called upon to hate and vote against 
this villain of corporate enterprise, 
seem to exhaust the emotional possi- 
bilities and develop curiosity about 
the facts. Moreover, the facts have 
an ugly way of intruding, in the shape 
of rising taxes. 

An engineer friend of mine, in the 
East, tells me that among electrical 
corporation people, Los Angeles is re- 
garded as a perfect paradise of munic- 
ipal ownership. As a taxpayer in Los 
Angeles, I assure him that it seems to 
be very far from a paradise. 
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| Be ANGELEs seems to have gotten 
into the municipal electrical busi- 
ness in a perfectly natural and logical 
way. 

About twenty-five years ago, when 
corporation electrical enterprises were 
small and largely competitive, and the 
city had less than 200,000 people, a 
courageous enterprise was projected 
—the Los Angeles aqueduct to bring 
water 250 miles from the high Si- 
erras. A $25,000,000 bond issue was 
voted, the aqueduct was built, and as 
a by-product the city had electrical 
current which it proceeded to sell to 
citizens. 

Out of this beginning has grown 
the city electrical bureau, referred to 
affectionately as our “people’s enter- 
prise.’ Some years ago the distribu- 
tion system of the principal private 
electrical corporation was taken over, 
by condemnation, so that apart from 
one other private company, the city 
controls the electrical business within 
the city limits. And every taxpayer 
is a stockholder in this business. 

As a stockholder, I am frequently 
reminded that I get electricity for less 
money than I would have to pay if I 
were supplied by a private corpora- 
tion. 

But as a stockholder, I do not get 
any financial report on this enterprise, 
except certain figures which are sup- 
plied by the advocates of private own- 
ership. 

These figures, I am warned, are 
presented to destroy my confidence in 
the “people’s enterprise.” Yet, accept- 
ing them as coming from the villain 
of the piece, I find them interesting. 
They leave me wondering whether 
there are more figures just as interest- 
ing where these came from. 
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How the Taxpayer Is Induced to Detest the 
Heavy Villain—at a Price 


“—- not been six months a property owner 
in Los Angeles before I found that I was 
being very skilfully prepared to love the heroine 
and detest the villain in the drama of municipal 
ownership. 
up to the polls and pay for the drama in bonds, 
at speculator’s prices.” 





And that I was expected to step 





HE city electrical business pays 

no state or Federal corporation 
taxes. “Shall the people pay taxes on 
their own business?” ask the munici- 
pal ownership advocates, indignantly. 
As state and Federal taxes of this 
kind go to meet the general expenses 
of government, it strikes me that there 
is some form of tax-dodging here, and 
that if every community in the state 
were to set up similar tax-free enter- 
prises, we should either find ourselves 
short of funds for general govern- 
ment, or paying taxes in some other 
way. 

Then, while I presumably save a 
dollar a month on each bill for elec- 
tricity, I am asked as a taxpayer to 
vote large bond issues to enlarge the 
electrical bureau. 

But no clear financial statement is 
laid before me. I am asked to vote 
emotionally, for the protection of my 
investment. As far as I know, it 
might be more profitable to sell the 
city electrical business to a private 
company for operation, and be rid of 
an enterprise that could not, with 
proper accounting, be shown profit- 
able. Many other taxpayers of long- 


er experience seem to be of this opin- 
ion, judging by the way in which 
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bonds are voted for water, but not for 
electricity. 

Again, the enemies of the city’s en- 
terprise lay before me facts about 
large salaries which are paid to the 
city’s electrical employees, and in the 
newspapers there is always some sort 
of political fight going on which indi- 
cates that this business is a focus of 
intrigue. 


I KNow that when private corpora- 

tions need capital for plant ex- 
tensions, they borrow from bankers, 
who go over the bonds, notes, or 
stocks with a fine-tooth comb. In 
California there is a “blue sky” com- 
missioner who has much to say about 
new issues of securities—they must 
stand investigation, and they must 
meet certain standards of honesty in 
(at least) speculative enterprises, be- 
fore they can be sold. 

Now, none of these safeguards are 
thrown around fresh investment 
money that is put into municipal own- 
ership electricity by the “people,” even 
though the “blue sky” commissioner 
was presumably created by the same 
“people” to protect themselves in an- 
other direction. 

I know that when corporation af- 
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fairs get into a mess, there are bank- 
ers, engineers, accountants, and others 
who step in, and find out what is 
wrong, and change the management 
as may be needed. 

Nothing of this sort takes place in 
the city’s electrical business, as far as 
I can discover. 


I LIKE Los Angeles, and Hollywood, 
and I expect to live here the rest 
of my life. It seems to be just what 
the doctor ordered for me, at my age. 
The far-famed climate is equable, the 
town is spread out so that life can be 
arranged almost on a small town 
basis, and traffic and commuting are 
eliminated for a fellow like myself. I 
have work and a market—though if 
I were twenty-one again, and as crazy 
to be a fictioneer (or I suppose we 
had better say “fictionator” in Los 
Angeles), I would go straight to the 
literary market, New York, and ac- 
quire facility and a name for myself, 
before settling down here. 

I like the place, and am naturally 
interested in the town where I am to 
live, and it is logical to expect that 
during the next ten or twenty years 
there will take place here a consolida- 
tion of the million or more people who 
have arrived the past twenty years. 

This consolidation should be espe- 
cially marked in municipal govern- 
ment. Apart from being a little new, 
and still a city of strangers, Los An- 
geles seems to have the standard vir- 
tues and vices of all sizable Ameri- 
can cities; it maintains the average 
number of bootleggers, gamblers, 
grafters, political bosses, panderers, 
and publicity-seekers, and is just as 
confident as any other American town 
of its superiority over other towns 


PUBLIC UTILITIES FORTNIGHTLY 





which are exactly like it in these re- 
spects. ‘ 
Nothing that I see here, any more 
than in Chicago, leads me to believe 
for one minute that the city is capable 
of running anything as complicated as 
the electrical business, with efficiency 
and ultimate profit to the citizens. 


A: a taxpayer, I am keenly alive 
to the necessity for taking care 
of my skin. For Los Angeles, like 
every other American city, faces 
financial problems that eventually 
back up to the property owner, and 
lead to confiscation of homes and 
landed possessions. 

As in every other American city, 
property is today carrying a burden 
imposed by a generation of fast-rising 
values. The fathers here, as else- 
where, have eaten the grapes of land 
speculation and the children’s teeth 
are set on edge. 

Besides straight taxes, many public 
improvements have been financed by 
special assessments. These were en- 
tirely new to me when I bought my 
home, but I soon learned how they 
work. Ifa big sewer, or storm drain, 
or a street widening, is needed in your 
particular part of town, it is built not 
by the city, and out of general taxes, 
but by special assessments against all 
property in the locality. Regardless 
of the fact that it is not twenty years 
old in three fourths of its large area, 
Los Angeles needs expensive widen- 
ing and draining work. The cost of 
these improvements, paid for by spe- 
cial assessments, is very heavy—in 
some cases amounting to something 
like fifty per cent of the value of the 
property. Arrangements are made 
whereby the money is paid over a 
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term of years—but that amounts to 
a mortgage upon one’s property. 


HE economists tell us that we are 

in a long swing of falling com- 
modity prices, and the vital statisti- 
cians assure us that growth of popula- 
tion is slackening. 

Whether the economists are right 
or wrong, there is no mistake about 
the shrinkage in property values, and 
the decrease in city revenues. 

Every so often we folks out here 
are whipped up by eloquent speakers 
for this community project, and that, 
and sent to the polls to vote upon bond 
issues for parks, for schools, for 
water, for the unemployed. Toanew 
arrival it gives the impression of 
piecemeal financing of the community, 
* and raises doubts as to efficiency. 

As for the bond issues—the latest 
development, perhaps, was the recent 
action of the Los Angeles voters in 
passing a $200,000,000 issue for the 
construction of an aqueduct to bring 
water from the Colorado river, at 
Hoover Dam, now building. 


S° when I find myself being played 
upon by old tricks of my own 
trade, and invited to love one kind of 
business management and to hate an- 
other; to glow with patriotism and 
civic pride over a purely business 
_ utility because I am paying for it 
through the nose, and to hate the same 
identical utility when the ownership 
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and management are a little different ; 
to go out and vote supplies, and more 
supplies, for something in which I 
have no tangible securities, and do it 
in the name of democracy—well, I am 
afraid I am not a very responsive citi- 
zen! 

In fiction, and drama, we authors 
work like carpenters at a job which 
we call “preparation.” 

That is generally the first quarter 
of a story, or the first act of a play, 
and it means that your reader or au- 
dience must be given everything 
needed to make them hate the villain 
and love the heroine. If the villain 
has at any time in the past stolen 
candy from a child, you bring it up 
so the audience will “Boo!” him, and 
your heroine must not only be white 
as the driven snow—you turn a spot- 
light on her in your “preparation.” 

I had not been six months a prop- 
erty owner in Los Angeles before I 
found that I was being very skilfully 
prepared to love the heroine and de- 
test the villain in the drama of mu- 
nicipal ownership. 

And that I was expected to step up 
to the polls and pay for the drama in 
bonds, at speculator’s prices. 

My technical facility in making vil- 
lains and heroes, for others to hate 
and love, has divided my heart from 
my head, so that I can stand aside 
and appraise the show. 

And it seems to me to contain a 
good deal of “hokum.” 





in an effort to build up the American merchant marine and develop 


q U NcLE SAM has poured billions of dollars into the U. S. Shipping Board 


inland waterways—yet he is powerless to guard this vast investment from 


unfair competition. 


The Board was originally created as a Federal regula- 


tory body only—yet it is powerless to regulate even itself. In the mean- 
time the government’s unregulated waterways are competing with the 


rail and motor carriers—both regulated industries. 


This strange anomaly 


will be treated in a coming number of this magazine. 
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Methods of Computing the 
“Going Concern Cost” 
of a Utility 


NUMBER Of articles have appeared recent- 

ly in Pustic Utititres FortNiGHTLY 
relative to the propriety (or impropriety) of 
including in valuations of public utilities an 
amount for so-called “going value,” and 
various references to methods of calculating 
the cost of reproduction. 

It would seem unfortunate that so little 
unanimity exists on this topic and that so 
many conflicting views continue to be ex- 
pressed on a subject that is so vital to the 
public utilities and on which many important 
decisions have been rendered. It appears 
hardly necessary to state that “going value,” 
or as I prefer to call it, “going concern cost,” 
does exist. It has been recognized by the 
courts as well as by various commissions, 
even though some of them merely state that 
in arriving at the total value of a railroad 
or a utility they have given “consideration” 
to this element. 

“Going concern costs” cannot properly be 
computed on the basis of early losses from 
operations, which, in effect, would be placing 
a premium on early inefficiency. The prob- 
lem is to determine the cost of breathing 
the breath of life into an inert whole and 
thereby creating a living organism. That is 
the cost of creating a “going concern” after 
the physical structure is complete, or partly 
during its construction, and that element 
represents time and effort as well as certain 
expenditures which must be added to the 
total value of the utility. Although no exact 
scientific formula has been evolved, certain 
methods of calculating “going concern cost” 
have been accepted. 

“Cost of reproduction” should be based 
upon reproducing the property as it existed 
on valuation date. According to the predi- 
cate laid down by the Interstate Commerce 
Commission in the Texas Midland Case, costs 
of reproduction, in the case of a rail carrier, 
shall be stated upon the assumed basis of 
the nonexistence of the railroad under valua- 
tion, all other conditions in the territory 
through which the road runs being taken 
as they existed on valuation date. 

In other language, we are to close our 
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eyes, visualize the taking away of the railroad 
or public utility and the restoration of the 
terrain as it would be were there no utility, 
and then estimate what it would cost to re- 
produce the public utility as it existed on 
valuation date. 

Whether or not a public utility was built 
prior to, or simultaneously with, the opening 
up of streets originally is not deemed to be 
material. If pipes had to be laid, some 
kind of pavement had to be excavated. It 
might have cost more to excavate the original 
pavement than to excavate the existing pave- 
ment. Furthermore, as the utility expanded, 
many different types of pavement may have 
been encountered and since accurate records 
are generally not available and many of the 
pavements have been changed, the only fair 
practice would seem to be to estimate excava- 
tion of pavements existing on valuation date. 

—L. A. Jenny, 
New York. 


e 


The “Defensive” Publicity Pol- 
icies of the Utility Companies 


ae a delightfully ironic dissertation dealing 
with the ballyhoo of utility publicity, in 
the May 12th issue of Pustic Uriities 
FoRTNIGHTLY, Mr. Raymond S. Tompkins 
maintained “that intemperate and fanatical 
attacks upon anybody or anything are bound 
to fail and always have failed in America.” 
The author further maintained “. . . that 
trying to get him (John Quincy Public) in- 
terested in improving his lot by a holy war 
to reduce his gas and light bill, is like ad- 
vising a man with arthritis, stomach ulcers, 
gall stones, cirrhosis of the liver, and bald- 
ness, that the way to begin restoring his 
health is to use a good hair tonic.” 

Exactly, Mr. Tompkins! And the worst 
of it is that there are thousands of quacks 
making a fat living peddling just such silly 
prescriptions. 

One of Governor Pinchot’s campaign 
speeches was carried by the newspapers un- 
der the caption, “Pinchot Hits Unfair Me- 
ters,” and contained the following: 

“If I have luck this campaign will mean 
something to the cost of living of the plain 












people. They have suffered long from the ex- 
actions of the great public utilities, which 
not only fix exorbitant rates by grace of the 
public service commission, but control the 
meters which tell on what quantities these 
rates shall be paid.” 

The Pittsburg Equitable Meter Company 
was aroused to reply to this: 

“As manufacturers of meters, we want to 
state that no public utility ever asked us to 
furnish meters which would overregister, and 
we have never heard of any company which 
attempted to increase its income by using 
overregistering meters. No one could ever 
make us believe that a public utility would 
be able to employ enough dishonest people 
to swindle the public as Pinchot seems to be- 
lieve is now done.” 

Noble words and true words, but—to 
whom are they spoken? To the same audi- 
ence which heard or read Pinchot’s speech? 
No. The Pinchot speech was carried in the 
leading metropolitan dailies of Pennsylvania, 
while the reply was published in the house 
organ of the meter company. This is a good 
deal like having a man call you a crook in 
the public square and then going home to 
holler down your own cellar stairs what you 
think of him. 


ERE’sS a bottle from the shelf of Senator 
Norris’ medicine cabinet: 

“One word in anticipation of the claim 
which will be made that a state commission 
which possesses neither the courage, inde- 
pendence, nor the ambition to regulate a util- 
ity which is privately conducted, would be 
expected to be equally as indolent in regulat- 
ing a utility which was publicly owned. 
There are many obvious and accurate an- 
swers to that comment. One is that the re- 
ports and financial statements of privately 
owned corporations are made, except in in- 
frequent cases, to their stockholders while 
the reports of publicly owned utilities are 
made to the public, are made publicly, and 
are always open to easy examination.” 

Mr. Harold E. West of the Maryland com- 
mission made a wholly adequate reply to this 


PUBLIC UTILITIES FORTNIGHTLY 








in which he said: “The inference is that the 
public service commissions do not get re- 
ports from the privately owned power com- 
panies, when as a matter of fact most, if not 
all commissions require the companies to 

make, under oath, annual reports and 
financial statements . in far greater 
detail than they usually make them to their 
own stockholders. Moreover, as soon as 
these reports are filed they become public 
documents, open to the inspection of anyone 
who wishes to examine them. Once again, 
noble words—but to whom are they ad- 
dressed? I regret to say, to an audience far 
smaller than the Senator’s, and one which 
needed no convincing. 


HERE are two main reasons why the util- 

ities do not get a fair break in this mat- 
ter of newspaper publicity. One is that the 
public has no love for them, and the other is 
that the “solemn and serious defensive pub- 
licity” of the utilities has little news value. 
At least not in the opinion of the newspaper 
editors who are the final arbiters. A good 
two-fisted scrapper would satisfy both of 
these wants. John Quincy Public would re- 
spect and admire him, and editors would 
await with keen interest his newest brawl. 

There must be such men in this great in- 
dustry and I prayerfully petition those in 
charge of its publicity to give them a try 
in place of attorneys and advertising agen- 
cies. There is a time for kid-gloved diplo- 
macy and there is a time for a punch on the 
nose. When a candidate for governor of a 
great and powerful state tells the voters that 
their electric and gas meters are crooked its 
time somebody got mad and showed it. 

A gentleman not unknown to us put it in 
a little more dignified language several years 
ago when he said: “If we, openly and bold- 
ly, do our part in this crisis by challenging 
the fallacies and misrepresentations uttered 
against the public utility business, we shall 
be doing a service to the whole state, and to 
the future generations of its citizens.” 

—O. C. CLisHAM, 
Manchester, N. H. 





Facts Worth Noting 


Tuere are 377 railroad companies in the United States. 


* 


* 


New York and San Francisco are the only two large cities in the 
United States where unlimited 5-cent street car fares are still available. 


* 


* 


Srx electric utility corporations are codperating in the construction 
of a $100,000 experimental station at West Burlington, New Jersey, 
designed to generate power by harnessing the winds. 

+ * 


Stnce the Fascist government in Italy abandoned the governmental 
monopoly of telephone service and turned the industry back to private 
enterprise in 1925, the number of subscribers has increased 150 per cent. 
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What Others Think 





Will American Broadcasting become Classified 
and Regulated as a Public Utility? 


ENATOR Dill (D.), of Washington, 

has long been an active exponent 
of stricter regulation of the radio broad- 
casting industry. He has played a 
leading part in congressional legislation 
concerning the Federal Radio Commis- 
sion, but he is still much dissatisfied 
with the way the radio industry is 
functioning in America. He is under 
the impression that our Canadian 
neighbors have installed a better system. 
Senator Dill discussed this subject sev- 
eral times recently in the Senate. In 
Canada, where it appears that public 
ownership of radio is about to become 
a reality the license fee of $2 per year 
is assessed against receiving sets. There 
is a limitation of 5 per cent of any 
program for advertising. All programs 
are under direct government super- 
vision, as compared with our privately 
owned system in the United States, 
where the only regulatory authority ex- 
ercised by the Federal government is 
concerned with the allocation of chan- 
nels and the power of broadcasting 
facilities used. 

Senator Dill feels that unless the 
radio industry of the United States cor- 
rects abuses caused by excessive and 
sometimes boring advertising programs, 
the American public will not tolerate a 
private monopoly of radio. He feels 
that American broadcasting has been 
overcommercialized. 


HE Canadian broadcasting practice 

is modeled somewhat along the 
lines of the English practice. Many 
Americans are under the impression 
that radio broadcasting in England is 
operated by the government. This is 
not strictly true. English broadcasting 


is a governmentally granted monopoly. 
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This monopoly is in the hands of the 
British Broadcasting Corporation, com- 
monly called the “B.B.C.” This cor- 
poration is assigned part of the $3 tax 
which the government collects every 
year from the owners of receiving sets, 
but it is a self-governing body just like 
any other corporation. Gauged by regu- 
latory standards, therefore, the B.B.C. 
is a real public utility company—much 
more so than American broadcasting 
companies which have no monopolistic 
protection beyond the necessary elim- 
ination of stations that would otherwise 
congest the broadcasting wave length 
band. 

Here in America, the radio broad- 
casting industry is neither fish nor fowl. 
In at least two states, New Jersey and 
Colorado, broadcasting stations are 
regulated only as to one matter—com- 
petition and operating interference. 
Such regulation is also administered by 
the Federal Radio Commission. As to 
other matters that are usually regulated 
by commissions, such as rates, service, 
and security issues, there has been no 
legislation for the radio. 

It is probable that more stringent 
regulation for American broadcasting 
stations will in fact be attempted in the 
near future. This is due to the grow- 
ing dissatisfaction on the part of the 
American radio audience with the great 
volume of advertising matter which is 
palmed off on them, and the manner in 
which such matter is presented. In 
other words, the American broadcasting 
industry might well consider laying the 
keel of its public relations policy now 
if it does not want to run the risk of 
government ownership or, at least, 
stricter government control, such as is 
exercised in Great Britain. Electric, 
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gas, and other utility industries seem to 
agree that, if they had started their 
public relations policy years before they 
did, they could have forestalled many 
of their present problems. Immediate 
action on the part of the American 
broadcasting industry to strengthen its 
public relations might well be consid- 
ered before television arrives to com- 
plicate the situation. 

But what are the public relations 
problems of a broadcasting concern? 
They carry us into the realms of art— 
musical, dramatic, and literary. Here 
an America we have the competitive sys- 
tem of broadcasting. One station is 
allowed to put on any kind of program 
it pleases without regard to what an- 
other station might be broadcasting dur- 
ing the same period. 


H™ does the American competitive 
system stack up against the B.B.C. 
from the standpoint of service to the 
“oreat invisible audience?’ This is the 
interesting question which Mr. B. H. 
Haggin attempts to answer in the New 
Republic. Mr. Haggin’s article is really 
a defense of the B.B.C., a defense 
which seems to have been prompted by 
recent statements of the president of 
one of our American broadcasting 
chains to the effect that the industry on 
this side of the Atlantic has left its 
European brethren far behind. 

Mr. Haggin’s best argument in favor 
of the B.B.C. is directed against the lack 
of codrdination between American 
broadcasting stations in balancing vari- 
ous types of musical programs. He 
advances the plausible argument that 
no matter how little time our American 
broadcasters see fit to give to classical 
or semi-classical music, that time ought 
at least to be so evenly distributed over 
the week and between different neigh- 
boring stations that it would be possible 
for the American lover of serious music 
to have a chance to enjoy himself at 
least one hour each evening from some 
station in his vicinity. As matters now 
stand, it is impossible for the American 
radio fan to get anything after 10 p. m. 
on the average evening during the week 


save the monotonous thump-thump of 
the dance orchestras. 

To be more specific, Mr. Haggin finds 
that there is not a note of music by the 
great composers broadcast by either 
network of the National Broadcasting 
Company around New York city for 
five evenings a week. The Columbia 
Broadcasting Company is one evening 
a week better, but on three evenings a 
week there is not a note of classical 
music from all wave lengths combined. 
Mr. Haggin further finds that what 
little time the American broadcasters 
do devote to the major composers is 
so lumped together that the starved 
music lover cannot get it all because it 
comes during the same hour from three 
networks at once. But to make the most 
of his opportunities he must stay in the 
house nearly all day Sunday, because 
of the nine hours a week contributed to 
serious music by the three networks 
combined, four hours are broadcast 
during the Sabbath day. The B.B.C., 
on the other hand, finds it possible to 
distribute thirteen hours over the entire 
week so that no evening is entirely de- 
void of classic music. 

The rest of Mr. Haggin’s article is 
devoted to proving that B.B.C. classic 
programs are better prepared, while the 
American variety is pretty sorry stuff 
in comparison both as to the organiza- 
tion of the programs and as to the 
manner in which they are rendered. 

Here Mr. Haggin appears to get onto 
much more debatable ground. He de- 
plores the fact that what little time the 
American broadcasters give to good 
music is consumed by a constant repeti- 
tion of the more popular classics, such 
as Brahm’s “Fourth Symphony,” or the 
Franck “Symphony in D Minor,” and 
even more hackneyed orchestral num- 
bers such as Tschaikowsky’s “Nutcrack- 
er Suite.” He points out that the B.B.C. 
has the courage to tackle such modern- 
istic extravaganzas as Stravinsky’s 
“Oedipus Rex” and Debussy’s modern 
opera “Pelleas et Melisande.” 


HE American broadcasters explain 
their frequent repetition of the 
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better known classics as an effort to 
educate the American public little by 
little. They feel that if the average 
American citizen, while taking his first 
tottering steps into the realm of better 
music, were abruptly confronted with 
some of the ear-splitting dissonances of 
ultra-modernistic music such as written 
by Stravinsky or Raval, he would tune 
the program out in terror and develop 
such a phobia against “better music” 
that he would never again tune in a 
program which he even suspected was 
“classic.” 

All this argument, however, is rela- 
tively unimportant to the average Am- 
erican radio listener. Mr. Haggin hav- 
ing started off in a manly fashion to up- 
braid American broadcasters for their 
deliberate disregard for any other class 
of listeners, except those who have 
“jazzomania,” proceeds to lose himself 
in fruitless discussion of how best to 
prepare a classical musical program; 
a discussion which might well be con- 
fined to closed debates between pro- 
fessionals. Walter Damrosch, for in- 
stance, might argue just as hotly for 
more Wagner and Mahler as Mr. Hag- 
gin argues for more modernists. 

The really important point in the 
matter of regulating broadcasting sta- 
tions which Mr. Haggin suggests, but 
which he fails to follow through, has to 
do with the fundamental difference be- 
tween the economic set-up of the British 
broadcasting system as compared with 
our own. 


MERICAN broadcasting is supported 

by advertisers. These advertisers 
adopt programs suited to the class of 
people who purchase the commodities 
they have to sell. Cigarette smokers, 
for example, are mostly young people. 
Hence, all of the manufacturers of 
cigarettes (and these are the greatest 
of all national advertisers by radio 
or any other medium) sponsor dance 
music programs. Automobiles are pur- 
chased by all sorts of people. Hence, 
motor car advertisers sponsor so-called 
“balanced programs”—a potpourri of 
popular tunes, folk songs, ballads, and 


some of the lighter classics. (Mr. 
Haggin refers to a balanced program 
as one that has something to displease 
every taste.) Coca Cola is consumed 
in great quantity at baseball parks and 
other outdoor sports; it is, therefore, 
natural that Coca Cola should sponsor 
sport talks. 

But does it follow that the respective 
majority tastes of these various groups 
of commodity purchasers coincide with 
the collective taste of all America? Has 
the man who never buys a motor car, 
or who cares little about whether he 
is rasping his throat with harsh irritants 
no rights on the air? The British have 
solved this problem by eliminating the 
advertisers and defraying the cost of 
broadcasting from public taxes. In this 
way the tastes of the people of Great 
Britain as a whole are considered with- 
out regard to whether they buy cigar- 
ettes or invest in public utility bonds. 
In this way, also, the B.B.C. is in a 
position to give the radio listeners more 
frequent “educational doses” of better 
music. Mr. Haggin seems to regard 
this as a social duty. 

The American broadcasters, however, 
still have the problem to solve. The 
question resolves itself to simply this: 
To whom does the air belong, to the 
advertisers, or to the whole people? 
Does the fact that a particular adver- 
tiser pays the broadcasting bill entitle 
him to please only his own customers? 
Has he no obligation towards those who 
are not his customers? 

This is a serious problem of public 
relations which the American broad- 
casters and their advertisers ought to 
consider. They assume a great deal 
if they proceed entirely on the theory 
that the ratio of musical tastes of the 
people who buy cigarettes, yeast cakes, 
and what not, coincides exactly with the 
ratio of musical taste of the American 
public as a whole. If they are very far 
wrong in this assumption it will only 
be a question of time before the will 
of the whole public will assert itself 
and the American broadcasting industry 
will ultimately be threatened with the 
menace of government ownership. Mr. 
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Haggin’s article has tapped a new vein 
of thought. But he has only scratched 
the surface. Probably one of the first 
things the American broadcasters might 
do is to throw their present “auditor- 
interest” surveys in the wastebasket 
and take another survey based, not upon 
the market for the commodities sold 
by their advertisers, but upon the pop- 
ulation of the United States. After 
that they might well decide how much 


service, if any, they owe to the “nonbuy- 
ing” listeners, and whether or not, as 
Mr. Haggin suggests, they ought to as- 
sume a “social obligation” to educate 
the public along cultural lines. 

—F. X. W. 


Tue Music Tuat Is Broapcast. By B. H. 
aa The New Republic. January 20, 


Remarks of Senator Dill of Washington. 
Congressional Record. May 11, 1932. 





Are “Declining Electric Rates” Figments of the 
Utility Propagandist’s Imagination? 


Be ge pin for Power,” is the title 
of a recent article in Mr. Oswald 
Garrison Villard’s The Nation. A 
sounder title would have been “Plan- 
ning for Public Ownership.” Obvious- 
ly that is what Mr. Morris Llewellyn 
Cooke, the author, has in mind. While 
he does not say so in so many words, 
he is clearly a proponent of the famous 
“one-thing-at-a-time policy” first ut- 
tered by the League for Industrial 
Democracy in 1925, and concurred in 
by the Public Ownership League, the 
American Civil Liberties Union, and 
the Socialist Party. These industrious 
gentlemen believe in government own- 
ership of everything, and by “one thing 
at a time” they mean public utilities 
first, and afterward (as Carl D. 
Thompson, secretary of the Public 
Ownership League has said), “adequate 
control of transportation and of indus- 
trial forces through the public owner- 
ship of the public utilities depending 
upon electrical power for their success- 
ful operation.” 

Mr. Cooke would get down a little 
closer to brass tacks. He is in favor 
of public ownership not for one indus- 
try at a time but first for one public 
utility at a time. He writes: 


“T am convinced that it would be a mis- 
take to plan now for widespread public 
ownership in this country. Rather we 
should concentrate on the effective opera- 
tion of a few favorably located installa- 


tions, large enough to fire the public 
imagination and to exclude petty politics.” 


Such frankness is calculated to dis- 
arm people who don’t know Brother 
Cooke’s plan well enough to take his 
public ownership views for granted. 
It says: “My friends, public ownership 
of utilities is sure-fire stuff ; it will suc- 
ceed ; it will save the consumer money ; 
it will reduce rates ; it will improve serv- 
ice. But in order to put it over from 
coast to coast, let us first get the gravy; 
let us concentrate on ‘a few favorably 
located installations,’ where public own- 
ership can’t possibly lose: Then we can 
fire the public imagination ; then we can 
say, ‘See how it works? Now socialize 
the whole industry!” 

This would be like telling a man 
whom Christian Science had cured of 
mental depression that it would also 
cure him of a broken leg. Worse, it is 
like telling a man who had bought 
stock in a gold mine that actually had 
gold in it, that the smart thing to do 
now is to buy stock in all the gold mine 
companies in the country. But to 
Brother Cooke it is all in line with his 
own high moral endeavor. You can no 
more blame him for uttering such non- 
sense with a complete conviction of his 
own high moral rectitude than you 
could blame Carrie Nation for smash- 
ing saloon mirrors to the glory of God. 

So there is no use in getting into 
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long-winded arguments with him and 
the sole object of this brief comment on 
his piece in The Nation is to straighten 
out a little misunderstanding he seems 
to have about domestic electric rates. 
“Propaganda,” he says, “fostered by the 
electrical industry has led the public to 
believe that domestic electric rates 
have been steadily going down”; and 
while he admits that they dropped from 
7 cents per kilowatt hour in 1926 to 6 
cents in 1931, he explains that: 

“ , . this drop in the national average 
chiefly affects only that very small per- 
centage of customers whose exceptionally 
large consumption gives them the benefit of 
low promotional rates. Such lowering of 
the national average has very little bear- 
ing on the trend of rates paid in the ma- 
ny 90 per cent—of American 

omes, 


M*: CooKE may suspect that noth- 
ing but “propaganda by the elec- 
trical industry” has “led the public to 
believe its rates have been going stead- 
ily down,” but it is not unlikely that 
some of the more gullible may have 
got this curious notion from a glance 
at their electric light bills. But since 
Mr. Cooke thinks words and argu- 
ments are stronger than receipted bills, 
he will be interested (though not con- 
vinced), in the following recent state- 
ments of Mr. George Otis Smith, chair- 
man of the Federal Power Commis- 
sion : 

“Technical advances (in the electrical in- 
dustry), have made possible improved 
service and lower prices. The 25-year 
comparison—1902 to 1927—available from 
census figures shows changing use—val- 
ues for both men and dollars as employed 
in this electric public utility. Measured 
by the average output, the investor’s dollar 
increased its usefulness from less than five 
to nearly nine kilowatt hours a year and 
the consumer’s dollar increased its buying 
ability nearly 40 per cent.” 


And the answer to Mr. Cooke’s sug- 
gestion that only those capable of * ‘ex- 
ceptionally large consumption” could 
take advantage of the lower rates is 
Mr. Smith’s statement that “while 
wholesale power demand by industries 
and other large users dropped 144 per 
cent, the increase in domestic use was 
28 per cent.” In other words, Mr. 
Cooke’s 90 per cent of American 
homes took such quick advantage of 
the 40 per cent increase in the electrical 
purchasing power of their dollars that 
they largely offset the decline in the in- 
dustry’s revenues from the wholesale 
purchaser and large user of electricity. 

“Yes,” Mr. Cooke can reply, “be- 
cause they were talked into buying waf- 
fle-irons, radios, hair-curlers, refrigera- 
tors, and vacuum cleaners by the high- 
powered utility advertising depart- 
ments.” 

Here Mr. Cooke is on solid ground, 
but only for a moment, for his next 
step (if he decries this condition) must 
be to suggest to the consumer that he 
reduce his electric bills by going back 
to whale-oil lamps, wood stoves, and 
rug beating. 

It is unlikely, however, that Mr. 
Cooke has much patience with the Fed- 
eral Trade Commission, or with Mr. 
George Otis Smith, or even with the 
United States Census Bureau. It is in- 
tended here merely to point out to him 
that not all of the ideas in the country 
that domestic electric rates actually 
have declined were hatched up by “util- 
ity propagandists”; and that if they 
really have not declined, then virtually 
everybody in the country has been be- 
witched—except Mr. Cooke. 

—Raymonp S. TomMPKINS 


PLANNING FOR Power. By Morris snes 
Cooke. The Nation; June 1 





An Appraisal of the Work of the California 
Railroad Commission 


AS the California Railroad Commis- 
sion has been functioning under 


a modern public utility statute for more 
than twenty years, abundant time has 
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elapsed to permit the formulation of a 
definite policy with regard to the nu- 
merous problems to which regulation of 
public utilities gives rise. The policy 
of the commission, in so far as rate 
making is concerned, has been intensive- 
ly studied by Professor Pegrum of the 
University of California (at Los An- 
geles), and the results of his study are 
presented in the monograph under re- 
view. The monograph contains nine 
chapters, with the following titles: 
history of regulation in California ; fair 
value; fair return; cost of service and 
particular rates; what the traffic will 
bear ; competitive rates; potential com- 
petition; comparative rates; and con- 
clusion. 

This review will deal solely with the 
subject of fair value. 


HE California commission has a 
much freer hand than the Inter- 
state Commerce Commission when it 
comes to making valuations. The Cali- 
fornia Public Utilities Act does not 


specify the elements of value to be 
taken into consideration in determining 
the rate base; in fact, it does not even 
require the commission to fix a rate 


base. In making valuations, the Cali- 
fornia commission has from the outset 
held consistently to the principle that 
fair value for rate-making purposes 
means the amount of the investment 
wisely made in the property devoted to 
public use; and it has endeavored to 
see to it that the utilities under its 
jurisdiction receive a fair return on 
the money wisely and sanely expended 
in serving the public. During the war 
and postwar period, when prices and 
wages were rising rapidly and public 
utilities throughout the country were 
demanding that their rate base be raised 
to reflect the increased cost of repro- 
ducing their properties, the California 
commission held to the prudent invest- 
ment basis. It pointed out that a “fair 
value” based on cost of reproduction 
would undoubtedly be to the advantage 
of the utilities in a period of high prices, 
provided rates were not raised to such 
a level as to discourage consumption, 


but if prices and wages declined, the 
“value” of the property might well fall 
below the face value of the bonds out- 
standing. 

It is interesting to observe that the 
California commission’s fundamental 
position on the rate base, though not 
in line with the decisions of the United 
States Supreme Court, has not yet been 
challenged in the courts. The author 
attributes the failure of the utilities to 
appeal to the courts to the fact that the 
commission and the utilities have en- 
deavored to work together in the solu- 
tion of utility problems and to the fact 
that the commission’s attitude in gen- 
eral has been liberal rather than nig- 
gardly. 


NASMUCH as the public utilities of 

California have been limited in a 
period of high prices to a fair return 
on the prudent investment, though the 
use of cost of reproduction as the basis 
of valuation would have increased the 
rate base, may they not fairly ask, in 
the period of low prices which may 
lie ahead, that they be allowed to earn 
a fair return on the money prudently 
invested in the properties, even though 
the cost of reproducing the properties 
would be much less? Rate reductions 
to correspond with the reduced costs 
of operation are, of course, in order, 
and possibly the utilities may be unable 
in these days of intense depression to 
earn even a fair return on the money 
that they have actually invested. But 
when business again becomes normal, 
such utilities as have been allowed to 
earn only a fair return on the prudent 
investment in a period of high prices 
should be permitted, even though a 
period of low prices is to ensue, to 
charge rates that will give them a fair 
return on the amount of investment 
wisely made in the property devoted 
to the public use. 

We hear a great deal nowadays about 
the ineffectiveness of regulation; there 
are numerous grounds for dissatisfac- 
tion. But if all regulation were as 
intelligent and effective as in California, 
there would be comparatively little cause 
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for complaint. As the author’s study 
shows, the California commission has 
made an excellent record. 
—E.iot Jones, 
Stanford University. 


RATE THEORIES AND THE CALIFORNIA RalL- 
RoAD Commission. By D. Pegrum. 
Berkeley: University of California Press. 
1932. 165 pages. 





Is the Diminishing Number of Municipal Plants 
Due to Technical Developments? 


B’s in 1929 Professor Herbert B. 
Dorau of the Institute ‘of Land 
Economics and Public Utilities in Chi- 
cago startled regulatory circles with a 
scholarly monograph in which he 
proved conclusively that whatever 
might be said as to the relative merits 
and demerits of municipal ownership 
of utilities as compared with private 
ownership municipal plants were rapid- 
ly diminishing in the United States. 
Professor Dorau’s figures showed that 
the number of such plants in this 
country reached their peak in 1922 and 
has been falling off ever since. 

In 1930, however, Dr. Ralph L. 
Dewey of Ohio State University writ- 
ing in Pusitic UTILITIES FoRTNIGHTLY 
(June 12, 1930) under the significant 
title “The Municipal Plant—Is it Com- 
ing or Going?” undertook to explain 
that the falling off in the number of 
municipal plants was not due to a lack 
of confidence on the part of American 
people in the governmental manage- 
ment of such enterprises, but was 
simply and purely an economical ad- 
justment whereby smaller municipal 
plants were being swallowed up by 
private combinations with which they 
could no longer economically compete 
owing to certain technological develop- 
ments. He stated: 

“The small power systems—municipal or 
private—have become parts of the super- 
power, consolidated corporations generally 
not because of dishonest or inefficient man- 
agement, but because merger meant econo- 
mies of operation and lower rates, which 
would not accrue under small-scale, iso- 
lated operation. The decline in numbers 
of companies—municipal or private—has 
been due predominantly to technical and 
economical forces.” 


I’ Dr. Dewey’s position is well found- 
ed, the decline in the number of 
municipal plants is not a forerunner of 
the ultimate abandonment of that 
method of operation but simply a tem- 
porary readjustment after which the 
larger municipal plants will be just as 
much able to hold their own against 
private invasion as ever. 

It becomes of greatest importance, 
therefore, to know exactly to what ex- 
tent recent technological developments 
have affected the municipally owned 
power plants, and thanks to the scholar- 
ly efforts of Research Associate, Paul 
Jerome Raver, of the Institute for 
Economic Research, we now have this 
information available in a monograph 
entitled “Recent Technological Develop- 
ments and the Municipally Owned 
Power Plant.” This investigation offers 
a picture of the growth and moderniza- 
tion of generating plants, sketched in 
terms of horsepower capacities and 
prime mover developments, and placed 
against a background depicting the tech- 
nological evolution of the electric light 
and power industries. Here at last we 
may read between the lines of this story 
of the prime mover types used in estab- 
lishing the isolated plant forms of pro- 
duction and the latest spread of trans- 
mission-line connections, much of the 
explanation of the ebb and flow of 
municipal ownership. It is a story of 
the dissemination of power, of increas- 
ing flexibility in the distribution of 
labor-saving electrical energy, of the 
transformation of natural resources in- 
to energy. Naturally as this movement 
progressed it has collided with the ex- 
isting legal framework. It has raised 
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social problems and motivated political 
action. Here again we see—to use the 
author’s own words—that “the contro- 
versies arising out of the interaction of 
these forces have given the fabric of 
municipal ownership its color but the 
technological threads are largely re- 
sponsible for the quality and texture of 
the weave.” 


H™ is a work which is indispens- 
able to the future debater on the 
subject of governmental ownership of 
electrical utilities. Settling as it does; 
for practical purposes, the much moot- 
ed technical element, it would almost be 


presumptuous to debate without forti- 
fying oneself with its substance. True, 
the attempt to measure the strength or 
weakness of the technological factors 
will certainly not settle the main con- 
troversy, but it will go a long way 
towards clearing the air, narrowing the 
issues, and eliminating much argument 
at cross-purposes. The author modest- 
ly claims no further purpose. 


REcENT TECHNOLOGICAL DEVELOPMENTS AND 
THE MUNICIPALLY OwNED Power PLANT. 
By Paul Jerome Raver. The Institute for 
Economic Research. Chicago, Ill. 1932. 
$1.50. 87 pages. 





Will Municipal Power Plants Escape 
the Tax on Electricity? 


HE new 1932 tax on electricity is 
beginning to cause trouble—chiefly 
to the Treasury Department on whom 
the duty of collecting it is imposed. 
When the tax was originally proposed, 
it was suggested that it should be an 
“indirect tax”—imposed upon whole- 
sale generation, and, of course, passed 
on to the public in the form of in- 
creased rates. But as finally enacted 
the tax is imposed upon the amounts 
actually paid for the sale of all electrical 
energy furnished for domestic and com- 
mercial consumption. This puts the 
tax right on the consumer’s bill where 
he can see it and recognize it for what 
it is worth—a tax. He is not like the 
lucky dog mentioned by the student of 
economics whose teacher asked him to 
“give an example of indirect taxation.” 

“The dog tax,” he replied. 

“Why the dog tax?” 

“Because the dog does not have to 
pay it!” 

Already, of course, ion have been 
proposals of how the utilities “may law- 
fully absorb” the tax if they are so 
minded. The attorney general of Indi- 
ana has ruled, in reply to an inquiry 
from the chairman of the Hoosier pub- 
lic service commission as follows: 


“It is my opinion that the law specifically 
provides that the 3 per cent tax is to be 
charged to the consumer of electrical 
energy by the utility and the utility in turn 
is to make a monthly report and settlement 
with the United States. It would appear, 
therefore, that utilities rendering electrical 
service to comply with this provision of 
our Federal code should add 3 per cent 
to their billings and collect the same from 
their patrons. 

“However, should any electrical utility 
desire to absorb the tax, it is my opinion 
that upon such utility making a proper 
application to the commission to reduce its 
rates voluntarily in an amount sufficient so 
that the present billings could continue in 
force and effect and be sufficient to include 
the 3 per cent Federal tax that the utility 
might do so with the approval of the com- 
mission. I note that the legislation is to 
remain in effect until July 1, 1934, and utili- 
ties desiring to absorb the tax could file 
with the commission voluntary reductions 
in tariff to be effective until that date and 
avoid an additional billing to the custom- 
ers as the voluntarily reducing rate plus 
the tax would be the samé as the present 
billing.” 


HE grand rush of utilities for the 

honor of “absorbing” the tax for 
the dear old consumers following this 
announcement has not, to date, as- 
sumed very noticeable proportions. But 
if the privately owned power plants 
have been coy about helping the con- 
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sumer out by paying his tax, the mu- 
nicipal plants have not been so bashful. 
True, the municipal plants do not pro- 
pose to pay the tax for the consumer, 
but they do propose to see that their 
consumers do not have to pay the tax. 
They take the position that this tax can 
lawfully be imposed only upon the con- 
sumers of privately owned plants, quot- 
ing the familiar rule that the Federal 
government shall not tax the property 
of state or local governments. The 
Bureau of Internal Revenue has an- 
nounced that it has received informa- 
tion to the effect that leagues of munic- 
ipalities, especially on the Pacific coast, 
are considering injunctive proceedings 
to prevent the levy of the tax on patrons 
of city-owned plants. Should the mu- 
nicipalities secure this exemption, of 
course, it can be expected that the pri- 
vate companies will send up a howl and 
the whole tax law might be thrown out 
as unconstitutionally discriminatory. 


According to Art. 40 of Regulations 
44 which were recently issued by the 
Bureau: 


“The tax applies to amounts paid for all 
electrical energy furnished for domestic or 
commercial consumption, whether by a pri- 
vate or publicly owned operating electrical 
power company.” 


Listing the exemptions of the tax, 
Art. 41 of the same regulations states: 


“Electrical energy furnished to the 
United States or to any state or territory, 
or political subdivision thereof, or the Dis- 
trict of Columbia is exempt from the tax. 
This exemption does not apply to payments 
for electrical energy for domestic or com- 
mercial consumption furnished by govern- 
mentally or municipally owned operating 
electrical power companies.” 


—F, X. W. 
Exectric Utiities ENTITLED TO ABsorB TAX. 
U. S. Daily. July 1, 1932. 


DIFFICULTIES IN ADMINISTERING Power Levy 
ON on Piants. U.S. Daily. July 





If a Marxist Were Let 


Ji in case there may be someone 
of the age of reason left in the 
world who does not know it, these are 
hard times. Economists, lecturers, 
leaders of industry, and what not are 
assuring us every day that our “eco- 
nomic system needs overhauling.” All 
seem unanimous on the point that some 
changes will have to be made. There 
are few left who still believe in the 
sanctity of the law of supply and de- 
mand, or are willing to leave the cor- 
rection of our economic ills to the 
“Lazy Fairies.” Adam Smith is a false 
prophet, and the recent meeting of the 
American Academy of Political and 
Social Science in Philadelphia did just 
about everything to the patron saints 
of the dismal science except hang John 
Stuart Mill in effigy. 

Paul Blanshard, self-avowed Social- 
ist, presented one of the most interest- 
ing papers in the group—interesting 
not so much from the point of view of 
suggesting a definite plan for our own 


Loose in Washington 


economic maladies (for even Mr. 
Blanshard admits that there is little 
likelihood that America will follow the 
gospel of Marx—not at least without 
numerous detours and experiments— 
including, possibly a side course in 
Fascism) but interesting as indicating 
the desire of the Socialists to rub their 
hands with glee and, contemplating our 
present sad state of affairs, to shout 
“T told you so” from the housetops. 
The American public has, from bitter 
experience, good reason to be skeptical 
of political speeches taking credit for 
the rain or placing blame for the drouth. 
Here is a political group taking credit 
for predicting the drouth. Mr. Blan- 
shard says that the breakdown of our 
capitalistic system should have been 
obvious “even to a college professor” 
for the past two decades. He sees no 
hope, moreover, in intraindustrial plan- 
ning. Nothing short of complete na- 
tionalization of industry will suffice. 
He points as evidence of the ineffective- 
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ness of regulation the alleged failure 
of utility regulation : 


“The same kind of individualist sabotage 
appears in every industry where the gov- 
ernment seeks to control for the public 
benefit. The story of the electric utilities 
of this country is a story of constant 
guerrilla warfare by the capitalists against 
honest social planning. In New York city 
our City Affairs Committee has recently 
shown that the average residential user 
of electricity pays about eleven dollars a 
year too much for his electric current. 
The public service commission has found 
itself utterly unable to impose a decent 
basis of distributing the profits of this 
industry, because of the sabotage of the 
power owners. The commission rejected 
a petition for lower rates only recently, 
chiefly on the ground of the terrible in- 
convenience of winning a rate case against 
corporations in the courts. 

“Now, if we cannot force these standard 
public utilities to plan for the public when 
we have legal precedent and economic 
usage on our side, how can we expect the 
traditionally competitive industries of coal, 
steel, and textiles to yield up any of their 
individualism? Mr. Swope believes that 
we can plan voluntarily through great as- 
sociations of private owners; but where 
can he find any indication that private 
owners will voluntarily surrender any part 


as such mastication could be accomplished. 
We would do it by peaceful democratic 
means unless Fascists and other reaction- 
aries prevented peaceful change. 

“Probably we would remodel industry 
into a series of great trusts, each trust to 
be ruled by tripartite functional industrial 
democracy. The manual workers, the tech- 
nicians, and the consumers would each 
have one vote in controlling the industry. 
A national planning commission at Wash- 
ington would have plenary power over 
prices and technical methods. All social- 
ized industry would be codrdinated in a 
national industrial parliament where work- 
ers, technicians, and consumers would 
control and own. The function of the 
capitalist would be taken over by the 
collective organization. Money for the 
plant expansion would come out of the 
earnings of industry directly, instead of, as 
now, circuitously through the pockets of 
investors and manipulators. There would 
be complete collective price control and 
planning for production. Of course, there 
would be complete social insurance, includ- 
ing old-age pensions, health insurance, and 
unemployment insurance. Probably state 
lines would fade away as geographical 
democracy gave place to functional de- 
mocracy. Probably banking would be 
completely nationalized, with a managed 
currency.” 


But it would not stop there, once 


of their profit?” 


std 


started. Probably family lines would 
fade away as gradually as state lines. 
Probably the business of mating or mis- 
mating of individuals would be as com- 
pletely nationalized as currency. Prob- 
ably the birth of human offspring would 
be regulated by certificates of conven- 
ience and necessity just as the births of 
new utility industries are now con- 
trolled. It’s an old path—Marxism— 
older even than Sparta with its national- 
ization of children, and the successive 
steps are quite inexorable once well 
started along the route. 
—F. X. W. 


SocriALIst AND CAPITALIST PLANNING. Ad- 
dress by Paul Blanshard; The Annals (of 
the American Academy of Political and 
Social Science), p. 6. July, 1932. 


NCE in power the Socialists would 
junk the Constitution whereby 
“nine old men at Washington” have 
been allowed to consecrate the errors 
of their forbears and exalt the popu- 
lar will of 1787 above the popular will 
of 1932. (Could Mr. Blanshard per- 
chance have read Justice Holmes’ ma- 
jority opinion in Noble State Bank v. 
Haskell, 219 U. S. 104, or Justice 
Brandeis’ dissenting opinion in New 
State Ice Co. v. Liebmann, 52 Sup. Ct. 
Rep. 371?) Here is the rest of the 
Blanshard program: 
“Having once captured the government 
and shelved the Supreme Court, we Social- 


ists would nationalize as many large in- 
dustries as we could chew—and as speedily 
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The March of Events 





Panama Canal Lines Clash with 
Railroad on Rates 


HE Southern Pacific Company put before 

the Interstate Commerce Commission a 
proposal to put into effect lower freight rates 
between California and New York via its 
rail lines to Houston and Galveston, Texas, 
and its steamship lines (the Morgan Line) 
from the railheads to New York over what 
is called the Sunset-Gulf Route. The com- 
mission decided unfavorably to the Southern 
Pacific, despite an examiner’s report recom- 
mending approval of the plan, and the matter 
is now again before the commission on a 
petition of the railroad to reopen the pro- 
ceedings. 

The Panama Canal Steamship Lines have 
filed an answer declaring that the steamships 
are suffering to a greater extent than are the 
railroads, owing to the depression. The 
steamship lines declare that the Southern 
Pacific is not suffering from the competition 
of steamships so much as it is suffering, as 
are the steamships, from the lack of business 
generally. The answer states in part: 

“About 20 intercoastal ships have been 
withdrawn from service during the past two 
months owing to lack of business. The 
steamships are suffering to a greater extent 
than are the railroads due to the depression. 
This would seem to be an inauspicious time 
for the commission to pursue such a course 
as would deprive the intercoastal steamship 
of any portion of the little business that is 
accessible to them.” 


aa 


Electricity in Homes 


A* analysis of electric facilities in homes, 
made available by the Department of 
Commerce, shows that, excluding farm 
homes from consideration, four homes of 
every five in the United States are wired for 
electricity, the percentage being about 80 as 
compared with 66.77 per cent for the nation 
including farm homes. The United States 
Daily in reporting this analysis states: 

“The analysis indicates, it was stated orally 
at the Department, that slightly more than 
two thirds of the homes in towns of less than 
10,000 population are wired, the percentage 
being 67.43. The percentage for cities over 
10,000 is given as 91.68 while the percentage 
for farm homes is given as 12.32. The fol- 
lowing additional information was provided: 

“The high percentage for the larger cities, 


combined with the above-average figure for 
smaller towns, shows about four fifths of the 
homes in these two categories are wired, and 
the percentage for the entire country is 
brought down to two thirds, therefore, only 
by the very low percentage for farm homes. 

“The analysis shows wide variations in the 
percentage of homes wired in different re- 
gions. Percentages range from 29.39 per 
cent of all homes in the East South Conte 
States to 91.66 per cent in New England. 
The percentages for the other regions are: 

“Middle Atlantic, 88.41; East North Cen- 
tral, 77.73; South Atlantic, 40.68; West 
North Central, 57.74; West South Central, 
35.92; Mountain, 56.66; and Pacific, 87.21. 

“The effect of the percentages for farm 
homes in bringing down the average for the 
nation is shown by the low percentages for 
such homes in some regions. In the East 
South Central region, for instance, the per- 
centage of farm homes wired is given as 
only 2.85; in the West South Central, 3.27; 
and in the South Atlantic, 5.31. 

“The percentage of farm homes wired is 
given as highest in the New England and 
Pacific regions, where about half the farm 
homes are computed to be wired.” 


* 


Arrangements Made for Con- 
vention of Commissioners 


HE executive committee of the National 

Association of Railroad and Utilities 
Commissioners met on June 25th in Chicago 
and made arrangements for the 1932 con- 
vention at Hot Springs, Arkansas, November 
15th to 18th, in accordance with the vote 
of the Richmond convention in 1931. 
suggestion that the annual convention should 
be omitted for the current year was dis- 
cussed, but the final unanimous conclusion of 
the members of the committee was that the 
existing economic depression has produced 
regulatory problems which make a general 
meeting of commissioners in convention even 
more necessary than usual. 

The entire time of the convention will be 
devoted to discussion of regulatory problems. 
All other formal addresses, aside from ad- 
dresses of welcome and responses thereto, 
will be omitted. In addition to reports of 
standing committees several special subjects 
for discussion were determined upon. ese 
include: Motor vehicle transportation and 
legislation; valuation, and weight to be as- 
signed reproduction in view of present condi- 
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and the problems 


tions; holding companies, 
of rates by con- 


they present; adjustment 
ference and negotiation, and changes in 
commission procedure to facilitate expedi- 
tion; depreciation, and its proper treatment 
in accounting and rate proceedings; railroad 
freight and passenger rates, and their proper 
adjustment in view of the present depres- 
sion; problems presented by new methods 
of transportation, including air transporta- 
tion; assessment of cost of regulation upon 
the regulated utilities. 

The committee decided to extend invita- 
tions to Congressman Rayburn, chairman of 
the House Interstate and Foreign Commerce 
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Committee, and Senator Couzens, chairman 
of the Senate Interstate Commerce Com- 
mittee, to speak upon the subject of Federal 
motor carrier legislation, which is being agi- 
tated at Washington. 

The committee, upon motion by Commis- 
sioner Jacobson of the Minnesota commis- 
sion, adopted resolutions expressing its sor- 
row and sense of the public loss at the death 
of Hon. Charles F. Staples, formerly Di- 
rector of the Bureau of Valuation of the 
Interstate Commerce Commission. Chairman 
Jacobson succeeded Mr. Staples when the 
latter resigned to become connected with the 
Interstate Commission. 


@ 
Alabama 


New Gas Supply Contract Will 
Benefit Users 


A= gas supply contract for Birming- 
ham, worked out by officers of Sloss- 
Sheffield Company, Alabama By-Products 
Corporation, Birmingham Gas Company, and 
Industrial Gas Corporation, according to the 
Birmingham Post, will be submitted to the 
commission for approval. The new contract 
would release the distributing companies 
from the existing arrangement under which 
they are required to take a minimum of 
5,000,000 cubic feet of gas per year. It would 
also reduce the wholesale selling price of 
gas for industrial purposes. The companies 
advised the commission that it is their in- 
tention to cut industrial rates. The city com- 
mission has demanded by resolution that the 
benefits of the new supply contract be ex- 
tended to commercial and domestic gas con- 
sumers as well. 

The commission has had conferences on 
the entire gas setup. The engineering staff, 
headed by I. M. McDonnell, laid before the 


regulatory body a mass of data concerning 
rates, stock sales, holding company operations, 
and financial transactions between the Bir- 
mingham Gas Company and its eastern 
principals. A gas hearing was set for August 
4th, at which time the first order of business 
would be the consideration of the application 
of the Birmingham Gas Company and In- 
dustrial Gas Corporation to consolidate. 
Quoting from the Birmingham Post: 

“Both companies are controlled by Ameri- 
can Gas & Power Company, which has of- 
fered to transfer all assets of Industrial to 
Birmingham Gas Company in payment of a 
$600,000 loan made by the latter firm to 
American Commonwealth Power Corpora- 
tion, a short time before the parent holding 
company went into the hands of receiver six 
months ago. 

“The new gas supply contract is expected 
to save the local distributing companies up- 
ward of $250,000 a year. City Commissioner 
W. E. Dickson’s resolution, unanimously 
adopted by the municipal governing body, 
demands that this saving be passed on to all 
classes of consumers—share and share alike.” 


2 
Arkansas 


Special Rates Barred 


HE city council of Little Rock has passed 

an ordinance repealing a former or- 
dinance which permitted the Little Rock Gas 
and Fuel Company to make private contracts 
with commercial consumers. One of the 
aldermen expressed the opinion that the for- 
mer ordinance was discriminatory and would 
not stand up in court. He said that the 
people should all be given an opportunity 
to buy gas at the same rate. He declared 
that the large users of gas obtain a cost or 
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perhaps below-cost rate, and domestic users 
of gas have to pay for the difference; and 
that the gas company made the rates as part 
of “cut-throat competition,” while it had no 
right to make rates as this power is delegated 
to the council by state law. It was said that 
gas consumers who were in a position to use 
coal were driving hard bargains with the 
company. 

A proposed ordinance repealing a section 
of an ordinance which allows the gas com- 
pany to make a 50-cent monthly service charge 
was referred to the utilities committee. The 
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council adopted a resolution in which the 
company is ordered to file at the city clerk’s 
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office copies of all contracts between it and 
private consumers. 


e 


California 


Water Resources Are Considered 


A= meeting was scheduled on July 
1lth to obtain the views of the people 
of the state on recommendations and pro- 
posals of the California Water Resources 
Commission and of the joint legislative water 
committee, according to the United States 
Daily, which continues: 

“The reports of both committees include 
a recommendation for a general constitution- 
al amendment laying the foundation for the 
conservation and distribution of its available 
and surplus waters by the state and its under- 
writing of bonds of public corporations and 
political subdivisions engaged in handling 
water, and a recommendation that the legis- 
lature consider a bond measure to start the 
Great Central Valley water project. 

“The constitutional amendments offered by 
the two committees are substantially the 
same and include: 

“Specific authority to the legislature to 
provide by general law such enactments as 
experience demonstrates are necessary to the 
carrying out of the state water program. 

“Provision for lending the credit of the 
state under certain limitations to districts and 
municipalities in aid of water conservation by 
such agencies, whether such development has 
already been consummated or is proposed; 
provided that such water is used or to be 
used in whole or in substantial part for agri- 
cultural purposes. 

“Provisions to authorize changes in the law 
of eminent domain for the purposes of ex- 
pediting the acquisition by the state of neces- 
sary property without impairing any of the 
rights of the owners of such property. 

“Provisions for protecting areas having 
surplus waters against being deprived by the 
state of any water required for their full ulti- 
mate development. 

“A provision requiring that each project 
constructed by the state shall be self-sustain- 
ing and self-liquidating; that is, that no 
project shall be constructed unless and until 
contracts have first been made with the state 
for the sale of water, power, or other services 
to be made available by such project, which 
contracts shall be sufficient to provide for 
the repayment to the state within not more 
than seventy years from the beginning of 
construction of all moneys expended by the 
state in the construction of such project, to- 
gether with interest thereon and together 
with all expense of operation and mainte- 
nance, including necessary replacements. 
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“A provision empowering the state, in case 

of any default, to enforce the obligations due 
to it in all cases where a district or other 
public agency has contracted with it or has 
obtained a loan on the credit of the state, by 
levying a tax upon all property in such dis- 
trict or other public agency, sufficient to pay 
all amounts which become due to the state 
under such obligation, together with all costs 
of collection of such taxes. 
_“A_ provision requiring that all debts or 
liabilities of the state, contingent or other- 
wise, created under the provisions of this 
amendment, must first be voted upon and 
approved by the people as provided in § 1 
of Article XVI of the Constitution. 

“A provision limiting the power of the 
state itself to acquire by eminent domain any 
water or right to the use of water or any 
facilities for the storage of water belonging 
to any district or municipality.” 


* 


Voters Oppose Increased Water 
Rate for City 


= of the recent 23 per cent in- 
crease of water rates in Long Beach, 
according to the Long Beach Press Telegram, 
have insisted that the rate ordinance be sub- 
mitted to a referendum, but at a recent ses- 
sion of the council the counter-suggestion was 
made that the opposition to the rates start 
suit to test questions of law involved. 
mandamus action to force the city clerk to 
check the referendum petition filed in his 
office by those fighting the rate increase was 
one possible course for them to take, while 
an injunction suit to prevent collection of 
the rates by the water department was also 
suggested. 


> 


Politics in Water and Power 
Department Criticized 


ob ee objections to the reémployment 
of a business agent for the water and 
power department of Los Angeles have been 
filed with the city council by Dr. William 
Duffield, according to the Los Angeles News. 
He also protested against the addition of 
three other persons to the water and power 
department payroll. He declared “if this 
practice is allowed to continue, the public 












of Los Angeles will suffer by being forced to 
pay higher water rates.” He is reported to 
have stated: 

“Such increase of water rates, even now, 
I understand, is contemplated. The policy is 
obviously part of a power bureau plan to 
reach a goal of political supremacy at the 
sacrifice of the water department. It seeks 
to dominate the water bureau and, if allowed 
to continue its present program without halt, 
will force through a raise in water rates 
to pay for the needless increase in payrolls. 

“At a time when the overburdened tax- 
payers are urging reductions in cost of gov- 
ernment operation, the hiring of these men 
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is Fm wasteful.” 

he News states that the business agent 
*.. was reémployed was discharged from 
the department more than a year ago and his 
position abolished, but he was suddenly re- 
instated. He was said to be responsible for 
the underbilling of several hundred electrical 
consumers, causing the department to lose 
$125,000. Dr. Dufheld demanded that an in- 
vestigation be made of his administration of 
a $60,000 appliance account and that a civil 
suit be brought to collect the money from 
the business agent if it can be shown, as 
has been alleged, that expenditures were 
made for political and personal purposes. 
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Colorado 


Simpler Rate Schedules Sought 
by Commission 


HE public utilities commission is conduct- 

ing discussions aiming at rate schedules 
for electric light, power, and gas companies 
which can be easily understood by the aver- 
age customer, according to Chairman Worth 
Allen of the commission. He is quoted in 
the Denver Post as saying that if the com- 
mission is to investigate and hold hearings 
on rate schedules of public utilities with the 
funds now available, the commission must 
have simpler schedules. Some of the sched- 
ules for one city alone, he said, make a book- 
let of legal size paper an inch and a half 
thick. 

Gas rates in northern Colorado cities sup- 
plied by the Colorado-Wyoming Pipe Line 
Company are under investigation by the com- 
mission, which is looking into these rates in 
informal hearings because the commission 
does not have the funds or the help to make 
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a thorough survey of the value of properties, 
investments, and proper return on the invest- 
ment. 

The question of commission jurisdiction is 
involved in the case of the Colorado Interstate 
Gas Company. The company supplies the 
Public Service Company of Colorado with gas 
in Denver and owns the pipe line from the 
Texas fields to Denver. Commissioner Allen 
said that the commission wishes to inquire 
into the possibility that the company is en- 
gaged in intrastate commerce in selling gas 
to industrial concerns in the state. It is 
operating under an _ Interstate Commerce 
Commission permit and the commission has 
no authority to inquire into its business, he 
said. Quoting further from his statement: 

“If we can establish the jurisdiction of the 
Colorado commission in its operations, then 
we can arrive at a fair price for the sale of 
gas at the Denver gateway. That will estab- 
lish a basis for setting rates in the northern 
Colorado field and give Denver a chance to 
negotiate its rates on the same basis.” 


District of Columbia 


Commission Deals with Taxicab 
Problems under New Law 


HE public utilities commission has com- 
". coe the consideration of new duties 
devolving upon it by passage of comprehen- 
sive law changing the entire licensing system 
of the District. The law was signed by 


President Hoover on June 30th. The Wash- 
ington Star says: 

“One of the features of the law is that 
licenses to operate taxicabs must be given 
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only to the owners of the cabs or to their 
agents. Thus it will be impossible for a 
‘rent-a-cab’ corporation to do business as 
before, renting cabs to drivers who operate 
them on their own responsibility. The drivers 
must now be the agents of the owners for 
the purpose of obtaining a license, which will 
make the owners responsible legally for any 
accidents atributable to the drivers when in 
the regular course of business. 

“Incidentally it developed during the course 
of the discussion that there have been_no 
legally constituted taxicab stands in the Dis- 
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trict since the signing of the bill. Before the 
bill became a law, the stands were created 
by order of the District commissioners, but 
the new law puts the power to create them 
into the hands of the joint board, consisting 
of the commissioners and the public utilities 
commission sitting together. An order will 
be issued today continuing the old stands 
in existence when the law went into effect. 

“The commission also devoted considerable 
attention to the administration of the section 
setting up a new system of taxing busses, 
including interstate busses operating over 
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fixed routes in the District. Hitherto the 
interstate busses have escaped all local taxa- 
tion except for a $12-a-year fee. The new 
tax, eight-tenths of 1 per cent per bus mile 
operated, is expected to yield the District 
some $100,000 new revenue a year. 

“This tax is collected in advance, and the 
problem of the exact amount to be collected 
is complicated because some of the companies 
operate on irregular schedules. Average fig- 
ures will be compiled by the commission and 
the concerns taxed on the basis of these 
averages.” 


ye 
Florida 


Tax on Utilities Proposed to 
Aid Unemployed 


Cc Manager Charles Larsen of Lakeland, 
according to the Jacksonville Times- 
Union, has been working out details of a 
plan whereby light and water rates would 
be increased to domestic consumers in order 
to provide funds for the relief of Lakeland’s 
unemployed. He was instructed by an un- 
employment relief committee either to com- 
plete plans for raising the money as suggest- 
ed by the committee, or to find some other 
means of establishing a relief fund. The 
Times-Union informs us: 

“While the original suggestion was that 
the city take a flat increase ranging from 
50 cents to a dollar on each meter for do- 
mestic consumers, Mr. Larsen today said that 
he was figuring on a percentage increase. 


“The plan to tax the public utilities suffi- 
ciently to care for Lakeland’s unemployed 
originated at a joint meeting of civic clubs.” 


* 


Suspension of City Power Plant 
Would Effect Saving 


A to press reports, City Manager 
Cotton of St. Petersburg has recom- 
mended to the city council that the municipal 
generating power plant be suspended and that 
electric current be purchased from the 
Florida Power Corporation. 

He estimates a saving of approximately 
$600 a month could be effected by the sus- 
pension. He has been authorized to negotiate 
with the power company for a contract for 
power. 


v 
Georgia 


Citizens’ League to Organize 
for Lower Rates 


RGANIZATION of a_ statewide citizens’ 

league, comprising the consumers served 
by public utilities, to work hand-in-hand 
with the Municipal Utilities Rate Association 
of Georgia in securing and maintaining equi- 
table rates, according to the Atlanta Journal, 
is under consideration under the sponsorship 
of Councilman J. W. Weaver of Atlanta, 


chairman of a special councilmanic committee 
appointed to seek reductions in present 
charges. The Journal adds: 

“Use of the ballot box to regulate public 
utilities was urged by James L. Mayson, 
Atlanta city attorney, and O. W. Franklin, 
Valdosta city attorney and president of the 
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Municipal Utilities Rate Association of 
Georgia, at the mass meeting held in the city 
auditorium Friday night to seek lower elec- 
tric, gas, street car, and telephone charges. 

“Both officials declared that ‘an aroused 
public sentiment’ could be effective in secur- 
ing protective legislation from the general 
assembly and fair rates from the public serv- 
ice commission. Councilman J. W. Weaver, 
chairman of the special councilmanic commit- 
tee sponsoring the meeting, urged citizens ‘to 
cast your votes in such a way that you will 
get relief.’ 

“Mr. Mayson assailed Congressman Charles 
R. Crisp for sponsoring an amendment to 
the new Federal revenue bill which transfers 
from utility companies to consumers the 3 
per cent tax levied on sales of electric energy 
to domestic and commercial consumers.” 
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Mr. Mayson urged a revision of utility 
rates on the basis of present low costs in all 
fields. He asked an appraisal of all proper- 
ties and an audit of revenues as a basis for 
a plea to the public service commission. He 
declared that the main thing the electric 
companies have claimed for years is that 
rates should be based on the cost of repro- 
ducing their investment, and if that was 
fair when the costs were high, it should be 
fair now, when they are low. He said that 


utility revenues have remained almost stable, 
while other costs have gone down 5 to 71 
per cent. 

He also criticized the service charge levied 
by gas and electric companies as a burden on 
those “least able to pay.” The suggestion 
was also made that legislation be enacted 
providing for a permanent consumers’ repre- 
sentation, by competent counsel and rate ex- 
perts, before the Georgia Public Service 
Commission. 
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Illinois 


League Standing before Com- 
mission Is Questioned 


C= for the Public Service Company 
of Illinois has questioned the right of 
the Utility Consumers and Investors League 
to attack electric rates before the public 
service commission. David S. Tabor, attor- 
ney for the company, on June 30th moved 
for a dismissal of the league’s complaint, 
which asked for a 20 per cent reduction in 
rates, on the ground that the utility has been 
earning approximately 10 per cent for several 
years instead of a rate of 7 per cent alleged 
to be reasonable. 

The motion for dismissal is based upon 
the ground that the complaining organization 
has no rights in the matter, as it does not 
itself purchase electric current from the com- 
pany, and further because of criticism direct- 
ed by attorneys, officers, and members of the 
league at the rate-fixing body, because of 
which it is alleged the league has forfeited 
its right to file a petition. It has been alleged 
that the league represents neither consumers 
nor investors but is made up of agitators who 
have no standing before the commission. 
The Chicago News states: 

“Attorney Harry R. Booth for the league 


requested a continuance so that he might con- 
sult with his clients, obtain associate counsel, 
and study the implications raised by the mo- 
tion, notice of which he had not received 
until late yesterday. Two weeks before, he 
explained, he had been given to understand 
that the company would push its fight on 
other grounds. 

“The utility company motion, however, was 
assigned by Chairman G. Gale Gilbert of the 
commerce commission to Commissioner Paul 
Samuell for hearing, and Samuell, over 
Booth’s repeated objections that his rights 
were being clearly overridden, insisted that 
the hearing of evidence proceed. Attorney 
Taber agreed with the view that the hearing 
should be immediate. At last Booth request- 
ed that the case be put over simply to this 
afternoon—but that also was rejected by 
Commissioner Samuell. 

“In presenting his case Attorney Taber 
had H. T. East, a Public Service Company 
employee, testify that the company sells no 
electricity to the league and had him identify 
a pamphlet and certain newspaper accounts 
in which the league criticized the commerce 
commission. 

“Attorney Booth held that all evidence in- 
troduced was entirely irrelevant to the issue 
of the company’s charges to its consumers.” 


e 
Indiana 


Utilities May Absorb Tax by 
Reducing Rates 


ie - attorney general of Indiana has ruled 
that public utilities may absorb the new 
Federal tax on electrical energy by filing re- 
duced rate schedules with the public service 
commission. Several inquiries on this sub- 
ject have been received from municipally 
owned utilities. The attorney general, in 
rendering this opinion, addressed to Chair- 


man J. W. McCardle of. the commission, 
states : 

“It is my opinion that the law specifically 
provides that the 3 per cent tax is to be 
charged to the consumer of electrical energy 
by the utility and the utility in turn is to 
make a monthly report and settlement with 
the United States. It would appear, there- 
fore, that utilities rendering electrical service 
to comply with this provision of our Federal 
code should add 3 per cent to their billings 
and collect the same from their patrons. 
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“However, should any electrical utility de- 
sire to absorb the tax, it is my opinion that 
upon such utility making a proper application 
to the commission to reduce its rates volun- 
tarily in an amount sufficient so that the pres- 
ent billings could continue in force and effect 
and be sufficient to include the 3 per cent 
Federal tax that the utility might do so with 
the approval of the commission. I note that 
the legislation is to remain in effect until 
July 1, 1934, and utilities desiring to absorb 
the tax could file with the commission volun- 
tary reductions in tariff to be effective until 
that date and avoid an additional billing to 
the customers as the voluntarily reducing 
rate plus the tax would be the same as the 
present billing.” 


* 


Indianapolis Water Company 
Asks Federal Rate Injunction 


HE Indianapolis Water Company has 

filed suit in Federal court asking that 
it be relieved from the necessity of making 
rate reductions to minimum consumers, small 
users, and the city, as agreed in March and 
rephrased in the commission’s order of June 
17th. The Indianapolis News states: 

“After hearing the water company’s pre- 
liminary representations that the June rate 
schedule would relieve it of $228,300 a year 
in revenues, amounting to confiscation of 
property without due process of law, Judge 
Robert C. Baltzell in Federal court denied 
the utility’s request for an immediate restrain- 
ing order, but announced that the question 
of an interlocutory injunction would be taken 
up July 15th by a 3-judge court. 

“In asking for ‘relief’ from all former 
commitments as to reduced minimum charges 
and rate complexities, the water company 
has represented to the Federal court that 
the value of its property is $26,456,152 and 
alleges that it is entitled to earn an 8 per cent 
return on that sum. It contests a guessed 
valuation by Commissioner Cuthbertson of 


$21,118,253 and asserts that revenues pro- 
duced by the June order are not sufficient to 
give a 4.46 per cent return on the real valua- 
tion.’ 

After negotiations the company and the city 
of Indianapolis agreed upon a reduction in 
minimum rates, but fire protection rates and 
rates for all consumers using more than 700 
cubic feet of water a month were increased. 
Certain large consumers objected to this 
compromise agreement and obtained a su- 
perior court injunction against the company 
which prevented the collection of the in- 
creased rate. The company was then left in 
the position of taking a reduction of $280,000 
a year in revenues from small consumers, al- 
though it could not collect the higher rates 
from the others. A new petition was filed 
with the commission and Commissioner Cuth- 
berton accepted the jurisdiction for emer- 
gency relief, but a new schedule of rates, 
which was ordered, attempted to give further 
relief to consumers. 

9 


Municipal Plant Refuses to 
Absorb Power Tax 


|. iron Mishawaka taxpayers would be 
required to cover the resultant loss of 
income, the board of public works has reject- 
ed a proposal by Mayor Mason I. Petro that 
the local municipally owned electric plant 
absorb the 3 per cent tax on domestic and 
commercial power, according to the South 
Bend Tribune. 

It is stated that another factor entered 
into the rejection of the recommendation is 
the belief that a much larger reduction in 
electric rates to local consumers could be 
effected by demanding from the Indiana & 
Michigan Electric Company a sizable slash 
in the price paid by the city distributing 
plant for wholesale power. The city pays 
the electric company approximately 1.7 cents 
per kilowatt hour for power which is dis- 
tributed by the municipal plant. 


e 


Maryland 


Taxes on Utility Mount 


HILE customers of the electric utilities 

are complaining against the power tax 
recently levied by Congress, the utilities 
themselves are bearing steadily increasing 
taxes, according to a report in the Baltimore 
Sun, where it is stated that the Consolidated 
Gas, Electric Light and Power Company will 
pay $516,000 more in taxes this year than it 
paid in 1929, when prosperity was at its peak. 
The company estimates that its 1932 tax bill 


will amount to $3,250,000. This compares 
with an actual outlay of $2,734,000 for taxes 
in 1929. The Sun states: 

“Altogether, the company figures that the 
1932 levies will take 26 per cent of its entire 
net earnings before taxes. Federal taxes alone 
will amount to $1,000,000, the income tax 
payable by the corporation having been lifted 
from 12 to 132 per cent and made retroactive 
from January Ist. Federal taxes this year 
will exceed the 1929 requirement by about 
$250,000. 
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“Aside from the Federal income tax, the 
gas company estimates that the increased 
postage rate, the levy on checks, the transfer 
tax, and various excise taxes embodied in 
the new revenue bill will amount to con- 
siderable sums on an annual basis. 

“The higher postage rate will cost the com- 
pany about $13,200 a year, and the 2-cent 
tax on checks will require about $2,500, as 
the utility issues about 125,000 checks a year. 

“The transportation department figures that 
the levy of 1 cent a gallon on gasoline will 
require about $4,500 a year, that the tax of 
2? cents a pound on tires and 4 cents a 
pound on tubes will call for about $2,600; 
the 2 per cent tax on passenger cars, $1,850, 
yy Bey 3 per cent levy on trucks about 


7 
Trends and Index Rate Figures 
to Be Used in Rate Study 


eee service commission accountants 
have been instructed to study the valua- 
tion of Maryland utilities with the use of 
trends and index figures to show shrinkage 
in values, according to an announcement by 
Chairman Harold E. West of the commis- 
sion. The Baltimore Sun states: 

“Valuation proceedings of the Edison Po- 
tomac Power Company have been completed 
except for briefs and arguments, Mr. West 
asserted, and the commission is beginning 
valuation of the Annapolis, Chesapeake Bay 
and Power Company. 

“The accountants have been instructed to 
study the valuation of other utilities in the 
state, and the survey should be completed by 
fall, Mr. West added. 

“The suggestion that the rate base valua- 
tions of Maryland utilities should be scaled 
dewn to present price levels through the 
application of trends and index figures with 
a view to a commensurate reduction in rates 
was made about a month ago by John Henry 
Lewin, people’s counsel. 

“At that time Mr. Lewin pointed out that 
a number of utilities were operating on pre- 
depression valuations and charging boom 
rates. By the use of index figures these rate 
bases could be scaled to present-price levels 
without the necessity of prolonged valuation 
proceedings, he said. Testimony in the 
Potomac Edison hearings was to the effect 
that through the use of trends values could 
be ascertained with 95 percent accuracy.” 


* 


Annapolis Company Is Required 
to Abandon Tracks 
nN order handed down by Judge William 


C. Coleman in the United States Court 
on June 30th permitted the Washington, Bal- 


timore & Annapolis Electric Railway to con- 
tinue service in Annapolis for a period of 
sixty days, although the city had demanded 
that the track be abandoned by July 2nd 
because of the expiration of the franchise, 
Judge Coleman said that it would be un- 
reasonable and work an unnecessary hardship 
on the railroad to require it to comply im- 
mediately with the removal order. It was 
intimated that in the 60-day interim the com- 
pany could continue service while deciding 
whether to attempt condemnation proceed- 
ings. The Baltimore Post states: 

“The consent of neither the public service 
commission nor the Interstate Commerce 
Commission is needed by the city to exercise 
its right to enforce removal of the tracks 
under the franchise, Judge Coleman ruled. 
Under the circumstances, neither body has 
jurisdiction in the case, he added. 

“Unless condemnation proceedings are in- 
stituted successfully, abandonment of the 
electric railway service will oblige the com- 
pany to make its terminals nearly a mile 
from the ferry pier. Passengers would then 
be required to walk that distance or hire 
taxicabs, the only other available means of 
transportation.” 

Later reports indicated that condemnation 
was impossible because the city has a charter 
228 years old which antedates the charter 
for the state of Maryland, and it contains no 
provision for condemnation. The point has 
also. been raised that a railway in receiver- 
ship ought not to be permitted to condemn 
a right of way. 


¥ 


Lower Car Fares and Park Tax 
Reduction in Prospect 


HE United Railways of Baltimore on 

July 1st failed to pay the instalment of 
park tax due under its franchise and then 
negotiations for an adjustment of street car 
fares and a park tax reduction ensued. A 
new ordinance was prepared providing for 
a car fare at two for 15 cents in considera- 
tion for which the United Railways would 
be granted a 50 per cent reduction in the 
park tax. The Baltimore News: 

“The ordinance, besides the reduced fare 
and park tax, would provide that the United 
would be given eighteen months to reorgan- 
ize downward its capital structure to reduce 
fixed charges and operation costs. 

“Under the ordinance the United would be 
granted a reduction from 9 to 44 per cent 
on its gross receipts for the park tax, but 
would demand immediate payment of the 
$193,000 past due instalment of the tax.” 

The Taxpayers’ Protective League, which 
has consistently opposed a reduction in the 
park tax, took the stand that no considera- 
tion should be given to the company until 
the last instalment had been paid. 
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Views of city officials vary on the ques- 
tion. Some suggested a rate of three fares 


for a quarter; others wanted four fares for 
30 cents. 


= 


Michigan 


Saginaw Appeals Arbitration 
Board Decision 


HE city of Saginaw, in a bill of complaint 

filed in circuit court, asked the court 
either to make determinations differing ma- 
terially from those of gas rate arbitrators 
or to remand the findings to thé board to 
make a new determination. This action by 
the city is based upon allegations that nu- 
merous errors were made by the board in 
determining new gas rates to be charged by 
the Consumers Power Company. 

The city contends that rates should be 
established that would reduce the annual 
revenue of the company by at least $60,000, 
whereas the rates fixed by the arbitrators 
were estimated by the board to produce a 
reduction of approximately $17,000. The city 
attacked the presence of Professor Henry C. 
Anderson of Ann Arbor on the board, de- 
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claring that he was not a “disinterested per- 
son” as he had represented the power com- 
pany and others as an appraiser. 

Other objections, as reported in the Sagi- 
naw News, were contained in the bill of com- 
plaint : 

“It recites numerous specific instances in 
which it charges the arbitrators erred, these 
including many of the controversial items 
involved in the arbitration. The board’s al- 
lowance for working capital was too high, 
its inclusion of a specific amount for going 
value was incorrect, the figures it arrived at 
for many items of reproduction costs and 
operating expense were too high and its de- 
termination of a fair value upon which the 
company should be allowed to earn a return 
was in excess of the proper figure, the city 
contends. The 72 per cent rate of return 
allowed by the board was too high and should 
not have been in excess of 6 per cent the bill 
charges.” 


New Jersey 


Uniform Electric Rates Criti- 
cized by City Officials 


—- in existing rates for residential 
electric service in Trenton has been re- 
quested by City Commissioner George W. 
Page. The Public Service Electric & Gas 
Company has stated that such a reduction is 
not practicable. Courisel for the company 
said that refusal of the request is necessary 
because of economic conditions, together with 
the fact that Congress has increased the cor- 
poration’s taxes by $1,400,000. He said that 
the company had endeavored to develop New 
Jersey under a policy of uniform rates ap- 
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plicable to all communities, large and small, 
a principle which he said had been approved 
by the state and upheld by the supreme court 
and court of errors and appeals. He said 
that it would not be feasible under such a 
policy to segregate a single community for 
preferential treatment. 

The city commissioner was not satisfied 
with this reply and declared that he did not 
intend to abandon his fight to obtain lower 
rates. He expressed the opinion that the 
policy of the company had resulted in dis- 
crimination against consumers and that the 
charging of uniform rates to urban and 
rural consumers is unfair to Trenton and 
other large cities. 


South Carolina 


Commission Withdraws Plea for 
Utility to Absorb Tax 


T= state railroad commission has with- 
drawn its suggestion to the electric utili- 
ties of the state that they absorb the 3 per 
cent Federal tax levied upon domestic and 


commercial consumers, according to a report 
in the United States Daily. The companies 
had replied to the request by stating that 
not only are they unable to assume the addi- 
tional burden but that the Bureau of Internal 
Revenue has ruled that the tax must be 
paid by the consumers, as provided by the 
revenue law. 
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The Latest Utility Rulings 





The Real Significance of the Wisconsin Telephone Case 


| view of the large amount of in- 
terest which it has aroused, a fur- 
ther analysis of the recent 162-page 
decision of the Wisconsin commission 
in Re Wisconsin Telephone Co. than 
the brief discussion appearing in these 
pages in the last issue of Pustic UTILI- 
TIES FoRTNIGHTLY is warranted. The 
decision is important because it is one of 
the few open attempts on the part of 
any regulatory body to interpret a rath- 
er puzzling statement by Justice Har- 
lan back in 1898 when the Supreme 
Court decided Smyth v. Ames (169 U. 
S. 466). The Justice stated with re- 
spect to railroad rates: 

“What the public is entitled to demand 
is that no more be exacted from it for the 
use of a public highway than the services 
rendered by it are reasonably worth.” 


Was this statement merely a recogni- 
tion of an economic truth? Or was the 
court attempting to lay down a concrete 
test for a reasonable rate? If one 
would take the former view, he would 
contend that since the inexorable result 
of a rate which, in the opinion of the 
consumer, would surpass the value of 
the service rendered, would be a discon- 
tinuance of the service, and a destruc- 
tion of the business because of a de- 
serting patronage, the utility’s own man- 
agers would be the last people in the 
world to fix such a rate. Therefore, 
the determination of whether a rate, 
otherwise warranted as based upon the 
cost of service, would exceed the value 
of the service rendered, ought to be left 
to the utility management and the state- 
ment of the supreme court was an ob- 
servation rather than a holding. On 
the contrary, many who hold that the 
Supreme Court was laying down a posi- 
tive rule of law to be followed by the 
commission in fixing rates, point out 
that it is the duty of the commission 


to protect the public from having its 
necessary public service agencies im- 
paired even by the suicidal financial pol- 
icies of its own management. A rate 
which exceeds the value of service will, 
of course, inevitably bring about its own 
penalty, by driving away the patrons. 
Is it the duty of the commission to see 
that no such rates are allowed to re- 
main in effect? 

The Wisconsin commission apparent- 
ly believes that the statement above re- 
ferred to laid down an affirmative rule 
of law and in its recent temporary or- 
der fixing telephone rates it applied the 
test of the value of the service to the 
rates which it fixed. The commission 
made no attempt to value the property 
so as to fix a rate based upon the cost 
of service, because of the interlocutory 
character of the order. It did, how- 
ever, find that the rates of the company 
exceed the reasonable worth of the 
service to its subscribers. Further than 
that, it found that the reduced rates 
which it ordered to be established were 
the maximum allowed by the reasonable 
worth of the service since it held that 
“the services are not reasonably worth 
in excess of the rates fixed by this or- 
der.’ That is measuring the value of 
the service to a great nicety. The opin- 
ion, however, does not set forth any 
formula by which this precise measure- 
ment was obtained. Its conclusions on 
that point were, presumably, from the 
language of the opinion, based upon the 
commission’s opinion as to the ability 
of the consumers to pay for the service. 
The economic depression has certainly 
impaired the average consumer’s abil- 
ity to pay generally. But is the con- 
sumer’s ability to pay a measure of the 
value of service? The former is a mat- 
ter of fact. The latter is a matter of 
opinion. In other words, a man with- 
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out funds to pay for the service might 
be willing to pay twice as much for it 
as a man who has unlimited funds but 
thinks that the price of the service is 
too high. However, inasmuch as the 
only absolute evidence that a rate has 
exceeded the value of service is the cus- 
tomer’s cancellation order, and since it 
would obviously be impracticable to find 
out the opinion of each customer on the 
subject, the Wisconsin commission has 
apparently attempted to reach a “gen- 
eral average opinion,” so to speak,—a 
composite estimate of all customers as 
to the value of the service. The gen- 
eral ability of the customers to pay may 
perhaps be good evidence of this gen- 
eral average opinion. Perhaps it is not. 
Some day, perhaps, in this very case, 
an appellate court will decide that 
point. 

The Wisconsin Telephone decision, 
therefore, is important on at least two 
points: (1) It assumes that the com- 
mission may determine the value of 
service and fix rates accordingly. (2) 
It apparently adopts the “ability of the 
consumer to pay” as a measure of the 
value of the service. It must be remem- 
bered, of course, that the order is an 
interlocutory order only. The final or- 
der may be based upon the value of the 
property, but during the interim the 
commission has held: (1) that by vir- 
tue of a local statute (§ 196.70) the 
commission may fix “emergency” rates ; 
(2) that the prevailing depression con- 
stitutes such an emergency; (3) that by 
reason of the prevailing depression, the 
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existing rates of the telephone company 
has exceeded the value of the service 
to the consumer; (4) that, therefore, a 
123 per cent reduction is warranted im- 
mediately pending a further investiga- 
tion although no finding of property 
value has yet been obtained. The com- 
mission did venture the opinion, how- 
ever, that the reduced rates would yield 
to the company a fair return in view 
of general business conditions and cur- 
rent earnings of other business enter- 
prises throughout the country. 

There was a third important point 
raised by the commission, which re- 
ceived little attention from the press but 
nevertheless suggested that the final or- 
der may establish a long-needed prece- 
dent on the subject of utility industrial 
relations. It had to do with the com- 
pany’s pension and relief department. 
The opinion hinted that before the ex- 
penses for such funds were allowed as 
operating expenses, perhaps some ar- 
rangement should be required whereby 
the workers would have a real contrac- 
tual claim to the benefits and whereby 
the company would be required to put 
real cash in the fund and keep it there. 
Under the prevailing “revokable trust,” 
the fund, it was said, might be a dis- 
guised surplus for the stockholders. 

There was another important but 
rather detailed discussion as to the seg- 
regation of accounts for toll and local 
exchange systems. Definite rulings on 
these points will probably be developed 
in the final order. Re Wisconsin Tele- 
phone Co. 2-U-35. 


The New York Commission Investigates Associated 
System Subsidiaries 


N its own motion the New York 

Commission has investigated with 
some detail the rules, practices, and ac- 
counts of the subsidiaries of the Asso- 
ciated Gas & Electric Company operat- 
ing in the state of New York. The ter- 
ritory covered by these subsidiaries is 
extensive and important and principal- 
ly located in the central part of New 
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York. During the year 1931 the com- 
mission made a number of attempts to 
secure from the subsidiaries statements 
which would reflect in detail the trans- 
actions by such companies with the As- 
sociated Gas & Electric Company and 
with a number of “management,” “fi- 
nancing,” and other nonoperating affil- 
iated subsidiaries rendering service un- 
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der contracts with the operating sub- 
sidiaries. The information desired was 
not furnished by any of the compa- 
nies or Officials from whom it was 
requested. The commission stated that 
the utility system had apparently de- 
cided upon a policy of “delay and eva- 
sion.” The operating utilities did, how- 
ever, furnish sample forms of manage- 
ment, construction, residual, appliance, 
and purchasing contracts to the com- 
mission with the statement that simi- 
lar contracts were entered into by each 
of the operating utilities in the Asso- 
ciated system. The commission was 
also able to assemble data revealing in 
some detail the intercorporate relations 
of the various units. The commission 
stated that the transactions between the 
affiliated companies were improper and 
not in the public interest, and further, 


that when parties responsible refused 
to disclose fully all facts relating to con- 
trol they may not object to conclusions 
founded upon the facts available. As 
a result of these conclusiviis the com- 
mission ordered the operating subsidia- 
ries (1) to make no further payments 
nor any further charges which may af- 
fect their operating or expense accounts 
for alleged fees, services, or other ex- 
penses of the affiliated management and 
service corporation, (2) to enter into 
no new contracts of the character re- 
ferred to, (3) not to permit or require 
their employees to devote any part of 
their working time to the sale or ex- 
change of securities not issued by the 
operating utility by which they are em- 
ployed. Re Rules & Practices of New 
York State Electric & Gas Corp. et al. 
Cases Nos. 6355, 7095, 7371, 7413. 


e 


The Utility Right to Earn a Return on Donated Property 


HE supreme court of Wisconsin 

has rendered a decision on a rath- 
er debatable point in public utility reg- 
ulatory law. It has to do with the right 
of a utility to earn a return on the value 
of donated property. Of course there 
has never been any question about the 
right of a utility to earn a return on 
property which has been donated by its 
own stockholders or by its own promot- 
ers but the argument of those who con- 
tend that where property has been do- 
nated by customers, the utility should 
not be permitted to earn a return upon 
the same is to the effect that it would 
be inequitable to charge the donors for 
service according to the amount of the 
value of the various property which 
they had donated. The contrary con- 
tention is that, if a utility is entitled to 
earn a return upon the value of its prop- 
erty, such a right should not be limited 
by the mere fact that the utility has 
been given the property instead of buy- 
ing it. According to the latter view ti- 
tle to property held by a utility would 
be sufficient to warrant its use as a ba- 
sis for return regardless of how it 


had been obtained in its original form. 

The Wisconsin Supreme Court had 
before it an appeal by an electric com- 
pany from a decision of the Wiscon- 
sin commission refusing to permit the 
company to issue securities in an 


amount sufficient to capitalize property . 


which had been donated by certain con- 
sumers. It appeared that the company’s 
predecessor in title extended service to 
certain consumers situated outside the 
normal field of operation, under a spe- 
cial arrangement whereby the custom- 
ers would donate certain property used 
in the extension of service. There was 
a further understanding that the value 
of such donated property would not be 
used as a basis for estimating the fair 
return to which the utility would be en- 
titled. The former electric company 
subsequently sold the property to the 
plaintiff in the case at bar presumably 
for a consideration based upon the val- 
ue of the property as a whole. Upon 
its application for authority to issue se- 
curities the commission refused to ap- 
prove of the capitalization of the donat- 
ed property. 
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The company’s contention upon ap- 

1 was that the original conditions 
surrounding the special preference to 
the donating consumers had changed 
and that the preference was no longer 
warranted. If this is true, the court 
held that the utility’s right to earn a 
return upon the donated property is ab- 
solute. Speaking of the effect of such 
changing conditions, Justice Fritz stat- 
ed: 


“So in the case at bar, as long as that 
special right on the part of the donating 
customers continues to exist, ‘the utility 
holds the title to the property acquired by 
virtue of such donations, subject to that 
special right. However, if in the course of 
time such special customers become con- 
sumers located within the normal zone, 
which the utility is legally required to 
serve at a uniform schedule of rates, then 
their special rights, arising by reason of 
their original contributions, become value- 
less. Their original contributions were for 
a special purpose, namely, the receipt of 
service up to the time that the utility should 


occupy the field and assume a position 
where it became legally bound to furnish 
service generally at a uniform schedule of 
rates to all consumers in that zone. With 
the termination of that special right on 
the part of the donors, the utility’s title to 
the property thus donated is no longer bur- 
dened with any such correlative rights or 
conditions. The utility as the owner there- 
of is then entitled to earn the same reason- 
able return upon the present fair value 
thereof, as it is upon all other property 
owned by it, which is actually used and use- 
ful in providing the service.” 


There was not sufficient data before 
the court to determine the actual ques- 
tion of fact as to whether the conditions 
had changed or not. So the cause was 
remanded for a new trial as to the is- 
sue of fact. The question of law, how- 
ever, as to the right of a utility to earn 
a return upon the value of donated 
property, in the absence of a special 
agreement to the contrary, was definite- 
ly decided. Wisconsin Hydro-Electric 
Co. v. Railroad Commission. 


Other Important Rulings 


ATES for natural gas served by the 

Central Kentucky Natural Gas 
Company, which were fixed by the Ken- 
tucky Railroad Commission, have been 
restrained by a statutory Federal court 
in an opinion which would fix the rate 
at 50 cents per thousand cubic feet. 
The commission had fixed a rate of 45 
cents, while the utility had been collect- 
ing, since 1927, at a rate of 60 cents 
per thousand cubic feet. Injunction 
was authorized by the court only upon 
condition that the company would file 
a request within ten days for the dis- 
tribution among its customers of about 
$750,000 which had been impounded 
during the court proceedings and ac- 
cumulated under the 60-cent rate. The 
rates fixed by the court were calculated 
to yield a return of approximately 7 per 
cent on the value of the utility property 
and also to provide for the amortiza- 
tion of the entire capital of the com- 
pany in a period of twenty years, as 
well as provide an annual reserve to 
cover extraordinary maintenance and 


repairs for the operating property. 
Central Kentucky Natural Gas Co. v. 
Railroad Commission. 


Attorney General Gilbert Bettman of 
Ohio has rendered an opinion to the 
state tax commission to the effect that 
a mutual company which serves elec- 
tricity to its members, without profit, is 
a public utility under the Ohio law. The 
opinion stated that when a corporation 
not for profit purchases electricity at 
wholesale, measured through a master 
meter, and distributes this current 
through its own lines to its members, 
and collects from them by assessment 
in proportion to the current used by 
each member an amount sufficient to 
pay for the current, and maintain its 
lines and its overhead expenses, such 
corporation not for profit is a public 
utility within the purview of § 5415, 
General Code. 


A reduction in rates has been ordered 
by the North Carolina commission for 
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